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NoOvEMBER 26, 1960. 
To Members of the Joint Economic Committee: 

Transmitted herewith for use by the Joint Economic Committee and 
other Members of the Congress is a series of papers prepared by lead- 
ing agricultural economists, presenting a review of the current status 
of agriculture and four alternative economic policies for agriculture 
in the 1960’s. This report has been prepared in accordance with the 
instructions to the staff in the program of work set forth in the com- 
mittee’s annual report filed with the Congress on February 29, 1960 
(S. Rept. 1152, 86th Cong., 2d sess.). 

The Joint Economic Committee carried out the first of its first 
special studies in agriculture in 1957. At that time a series of hear- 
ings were held and a compendium of technical papers and a report 
on : “Policy for Commercial Agriculture,” canal under the direec- 
tion of the Subcommittee on “Agr icultural Policy, were published. 
Since that time the Senate Agriculture Committee has arranged for a 
staff analysis of probable levels of production, prices, and farm in- 
comes in 1960-65 if production controls were removed and price sup- 
ports lowered to market levels. This report was published as Senate 
Document 77 (86th Cong., 2d sess.). The papers in this current 
study for the Joint Economic Committee synthesize the latest research 
and best: professional thinking on the economic implications of various 
alternatives to such a free market policy. 

Paut H. Dovenas, 
Chairman, Joint Economic Committee. 


NoveMBeER 14, 1960. 

Dear Mr. Cuatrman: The attached staff report on “Economic 
Policies for Agriculture in the 1960’s” has been prepared in accord- 
ance with your instructions and the directions of the Joint Economic 
Committee. The report contains papers by four agricultural econo- 
mists at the land-grant colleges: John A. Schnittker, Kansas State 
University; Dale E. Hathaw: ay, Michigan State Univ ersity ; ; Harlow 
W. Halvorson, University of Wisconsin; and George E. Brandow, 
Pennsylvania State University. Walter W. Wilcox of the Legisla- 
tive Reference Service, Library of Congress, prepared the first section 
of the report and gave general guidance to the entire study. 

An advisory panel was appointed to work with the authors and the 
committee staff on the formation and development of the study, 
although it should be made clear that the panel was not. asked to accept 
any responsibility for the final product. Members of the panel were 
Edward Bishop, North Carolina State College; Earl Heady, Iowa 


Im 
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State University ; Maurice Kelso, University of Arizona; and Stanley 
Seaver, University of Connecticut. Technicians from various Gov- 
ernment agencies were also invited to meet with the panel and the 
authors, and the assistance given in their special fields has been most 
helpful. 

As farm families entered the 1960’s their incomes were lower rela- 
tive to nonfarm incomes than at any time since the 1930’s. Key 
factors expected by the authors to affect commercial agriculture in the 
coming decade are: 

Possibilities exist for increasing the demand for food in com- 
mercial markets both at home and abroad, but demand increases 
will be limited largely to meeting expanding population needs; 

A moderate expansion in industrial demand for farm products 
may be partially or fully offset by further development of indus- 
trial substitutes such as synthetic fibers, plastics, and detergents; 

Expansion in production may continue faster than market out- 
lets expand at stable prices because of advancing technology on 
the farm ; 

Farmers’ production expenses are expected to continue to in- 
crease; and 

Rural people may face continuing difficulties in obtaining em- 
ployment in nonfarm industries because of educational deficien- 
cies, distance from employment centers, cultural differences, and 
insufficient growth in job opportunities. 

They find farm prices and income would fall sharply if current 
farm price support, production control, and conservation reserve pro- 
grams were dropped and not replaced by an alternative program or 
combination of programs. 

Projections for 1965 with price supports and production limitations 
removed indicate prices for the more important farm products which 
compare with 1959 as follows: 











Projected 
1959 1965, no con- Percent 
trols or price decline 
supports 
Ne i hn cht a diaebidmccbntbbwocd’ hundredweight-- $22. 50 $17. 08 24 
a, ie lem erences aaa Bains 14. 20 10. 95 23 
Be tl bacten = tdew db beb tube incaukidhindwiwcmpmdinndaae dozen. .31 . 26 16 
| NASER IS ee hundredweight_- 4.16 3. 67 12 
ae, ae ete baads Candee denktascdduusten bushel__ 1.07 ive 28 
Rs one 2) ceca dbasntdageoapolukancbdt dentbamed ee 1. 75 . 87 50 
SI oh iis ones doko ees aiced cide Aieehe tnaiom aeons ane -pound_. . 32 -21 34 
Geese eh Cie ie kad hundredweight-.- 4.79 3. 49 27 


According to these projections net farm income could be expected 
to drop from $11.3 billion in 1959 to $7.2 billion in 1965 of which 
$3.1 billion is imputed income from rental of the farm dwellings, and 
from home produced food and fuel. Allowing for trends in farm 
consolidation, net income per commercial farm with sales of $2,500 
or more in 1965 would be 30 percent lower than in 1959. 

If the general policy decision is to maintain or somewhat improve 
current incomes for farmers, particularly the 2 million commercial 
farmers who produce over 90 percent of our farm products, programs 
enabling farmers to produce at less than capacity or increased Gov- 
ernment payments will be needed. This report presents an analysis 
of four alternatives. 
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Part IT presents an anlysis of a voluntary land retirement program 
as one method of bringing farm output closer to expected evels of 
demand. Such a program would require retirement of 15 to 25 per- 
cent of the land used for crops and would cost about $2 billion a year 
in the early years. Continued yield increases might require larger 
acreage retirement and higher costs in later years. 

Part III presents an anlysis of the effects of improved production 
limitations for the basic commodities and feed grains. Merely de- 
veloping improved production controls for the basic commodities will 
not maintain farm income at recent levels. However, a program 
which combines improved production controls with a reduction in 
feed grain output might maintain or slightly improve farm income 
with the same or lower farm program costs. 

Part IV indicates that direct management of market supplies on a 
national basis offers possibilities for stabilizing and improving the 
incomes of certain livestock producers, especially dairymen, but pro- 
grams of this type involve a number of problems and probably cannot 
be developed rapidly. They may be utilized to supplement land re- 
tirement programs. 

Part V deals with direct payments as a means of maintaining farm 
income. Because of current and prospective overabundant production 
in relation to markets, without production controls direct payment 
srograms to maintain current levels of farm income would cost about 
&s billion in the mid-1960’s. Payments could be held to about $2 bil- 
lion by using low price objectives and limiting payments to individual 
farm operators in certain ways; but commercial farmers’ incomes 
would fall substantially below current levels under such a program. 

Analyses of these alternatives were conducted on fully comparable 
bases. They are presented by competent economists as estimates of 
the magnitude and cost of programs to achieve specific levels of farm 
prices and income for a period in the 1960’s centering on 1965. No at- 
tempt is made to demonstrate the superiority of one program alterna- 
tive over another. 

Farm programs in the 1960’s may indeed combine features found in 
each of these alternatives. For example, from the analyses in parts 
IIT and V, it appears that farm income could be increased above 1959 
levels by combining improved production limitations for basic com- 
modities and a feed grain acreage retirement program, with land re- 
tirement rental payments of about $1 billion and supplemental income 
payments of $1 billion. Incomes moderately above 1959 levels appear 
possible by utilizing a combination of these programs with savings 
of approximately $1 billion a year as compared with continuing exist- 
ing programs. By combining production limitations and higher sup- 
port levels for the basic commodities, restricting feed grain production 
15 percent and using direct government payments of about $1 billion, 
net cash farm income might be increased over 30 percent and cash 
plus imputed income 20 percent above 1959 levels. This would involve 
total farm program costs approximating $3 billion a year, about the 
same as current farm program costs. 

Any sharp or dramatic increase in farm income probably would 
require even more effective and extensive production and/or marketing 
limitations with some form of land retirement and selective direct 
payment programs. For example, the adoption of compulsory limi- 
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tations on acreages used for feed grain production, limiting production 
20 percent or more and national marketing orders for dairy and 
poultry producers would increase farm income further, while hold- 
ing government program costs to about $3 billion. 

The analyses are intended to be helpful to committee members, 
Members of Congress, and others in their efforts to find the most de- 
sirable combination of programs in the 1960’s to reduce Government 
farm program costs and reduce existing farm surpluses while main- 
taining or improving farm incomes. 


JoHn W. LeHMan, 
Clerk and Acting Executive Director. 
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ECONOMIC POLICIES FOR AGRICULTURE IN 
THE 1960's 


Implications of Four Selected Alternatives 
PART I 


AGRICULTURE’S INCOME AND ADJUSTMENT PROBLEM 


(Walter W. Wilcox, Legislative Reference Service, Library of 
Congress) 


As farm families entered the 1960’s their incomes were lower relative 
to nonfarm incomes than at any time since the 1930’s. 

Low farm incomes persist at the present time in spite of : 

(1) A net migration of 7.2 million people from farms in the 
past 10 years and a decline of 4.8 million in farm population ; 

(2) A 1.1 million reduction in number of farms; and 

(3) Farm price support, soil bank, and surplus removal pro- 
grams, which increased farm income several billion dollars in 
each of the past 8 years. 

The purpose of this study is to illuminate the farm income and 
adjustment problem in the 1960’s and to analyze the economic impli- 
cations of alternative policies for dealing with it. Part I is an ana- 
lytical description of the problem and of the implications of a policy 
of reliance on relatively free market policies in the 1960’s. Part 
II analyzes the economic implications of a voluntary land retirement 
program. Part III analyzes the economic effects of improved pro- 
duction controls for basic commodities and feed grains. Part IV 
describes the key features and economic implications of direct man- 
agement of market supplies for dairy producers and other commodity 
groups. Part V appraises the probable government cost and improve- 
ment in farm income resulting from two types of direct payments to 
farmers. 

The four policies for supplementing individual production and 
marketing decisions analyzed in this report do not encompass all as- 
pects of a desirable policy for agriculture in the 1960’s. Policies re- 
lating to improved food distribution, credit, cooperatives, and im- 
proved educational and vocational training programs in rural areas, 
while important could not be covered. The policies discussed are, 
however, those believed to hold most promise for improving farm 
income and facilitating desirable adjustments, especially in the com- 
mercial sector of agriculture in the years immediately ahead. 


FARM FAMILY INCOMES VARY WIDELY 


In 1958, the latest year for which data are available, over a million 
farm families had incomes of less than $2,000. Family income takes 
into account income from all sources, including home-produced food, 


1 
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fuel, and shelter. Farm production expenses are deducted. Only 
336,000 farm families had incomes of $10,000 or more. The number 
of farm families in each of 5 income groups in 1958 is shown below: 


Number of 

Farm family personal income from all sources before income taxes: farm families 
PUT a Ne eee eas a Se oe 1, 177, 000 
eT ae a a ee a cies s crctucaarvvc eaiins mips ae cetaceans 834, 000 
$3,000) tor 94000 215 lola ee ho a eeebionsisen 1, 242, 000 
ee Le alam ti etre inci Lrten! RTS) -PShiageatadecentsints sia 1, 160, 000 
$10,000 and over_- : ed oti fila ade seek Tele 336, 000 


meebo eis. Se Sete oc ion soe ons witli a SEER, OOO 


Source: U.S. Department of Commerce. 


In 1947, farm families made up 47 percent of those in the lowest 
income fifth of all families in the United States. Although there were 
over 1 million fewer farm families in 1958, their relative income posi- 
tion had worsened—50 percent were in the lowest income fifth of all 
families. The percentage of farm and nonfarm families in specified 
personal income classes in 1958 is shown below: 





| 
i |Farm families} Nonfarm fam-| Farm families 
Family personal income class before income tax (percent) ilies (percent)| as percentage 
of total 





| 
RIO sist ich Lace cee gee sede = 25 | 6 33 
2,000 to $2,999 eas Tahal conpsaaetanioon 18 6 26 
$3,000 to $4,999- : ‘ smite tebe at 26 | 24 12 
$5,000 to $9,999_- . Laisa . swld ulate dont 24 | 47 6 
$10,000 and over_....____- ii ; saat 7 | 17 5 
> * aenesabece mee Ta aa rien 100 | WaL..... 


Source: U.S. Department of Commerce. 


Wide variations in incomes persist in agriculture primarily because 
of the range in size and productivity of farms. 

In 1954, the latest year for which comparable data are available, 
12 percent ‘of all farms—those with sales of $10,000 or more—marketed 
58 percent of all farm products. At the other extreme, families 
obtaining most of their income from farming but on small farms with 
sales of $2,500 or less—43 percent of the total—produced only 9 per- 
cent of the products marketed. A full 30 percent of the farms were 
part-time farms or country residences, and produced only 2 percent 
of the farm products marketed. 

Because of the wide range in the size and productivity of farms, 
it is helpful to divide them into two major groups—commercial farms 
with $2,500 or more products marketed—and all others, often referred 
to as low income farms.’ 

In spite of a decline of almost 2 million farms in the past 15 years, 
the number of commercial farms with sales of $2,500 or more has 
remained remarkably constant at about 2.1 million. With the trend 
in farm consolidations continuing, a decline of perhaps 5 percent in 
number of commercial farms may occur by 1965. 

The worsening relative income position of families on commercial 
farms in recent years is illustrated by figure 1. Taking into account 
income from all sources, families on commercial farms in the period 
1949-52, received incomes approximately equal to those of all nonfarm 





1The noncommercial, or low-income farms with less than $2,500 of farm product sales 
produce less than 10 percent of the products marketed. 
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families. Although data on income from off-farm sources are not 
available for recent years, it appears that in 1959-60 average income 
of nonfarm families may have been 30 percent higher than the av erage 
income of families on commercial farms. 

Trends in the return to labor on farms and in other industries also 
indicate increasing disparities. In 1951-52, workers on farms, includ- 
ing owner-operators, received a return of $0.90 an hour for their labor 
as compared with $1.63 for manufacturing employ ees. 

In 1959, returns to labor on farms was $0.75 an hour, only one- 
third of the $2.22 received per hour by workers in manufacturing. 





Figure 1.—Estimated average net income of farms with sales over $2,500 and 
average family personal income of nonfarm families, 1949-59. 
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1 Estimated from U.S. Department of Agriculture and U.S. Department of Commerce 
data. Families on farms with sales of over $2,500 also received income from nonfarm 
sources averaging $800 to $1,600 per family during this period. 
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DYNAMIC FORCES IN AGRICULTURE 


It is the dynamic forces in operation in agriculture which will give 
rise to continuing income and adjustment problems in the 1960's. 

Farm output per man-hour increased threefold in the past 20 years, 
and almost doubled in the last 10. Utilizing about the same cropland 
area, farm output increased 60 percent in the past 20 years and 25 per- 
cent in the last 10. Increased crop production per acre accounted for 
almost two-thirds of the increase in farm output in recent years. The 
average annual change in farm production and source of change is 
shown below: 


Average annual change in factors contributing to farm output, 1947-49 to 1957-59 








Source of change Index points| Percentage 
of total 
Reduction in farm-produced power..................................--..--.- 0. 33 16 
Increase added by livestock and pasture._.............------....-----....--- . 83 39 
ne sind oistniomecigiesinaiminiicbulaaoianee —.40 —19 
RRR FE SOD UPI FE BNO oon os nn note ctcc se cacdccccccecestecess 1. 37 64 


Average annual change in farm output 





Source: Agricultural Research Service. 


Since 1947-49: 

Farm output per unit of input has increased 24 percent; 

Production per breeding unit of livestock has increased 25 
percent ; 

Feed consumption per 100 pounds of broilers produced has 
declined 30 percent; 

Output of all livestock and livestock products per hour of 
labor has increased 44 percent; 

Output of all crops per hour of farm labor has tripled; 

The rate of increase in farm output per hour of labor has been 
three times the rate of increase for nonfarmworkers. 

Dynamic forces affecting agricultural production in the 1960’s in- 
clude rapid technological advances in production practices, sweeping 
changes in organization of farm production and marketing, and con- 
tinued growth in use of nonfarm inputs. Most increases in farm 
production have resulted from purchases of nonfarm items such as 
fertilizer, machinery, fuel, and pesticides. If innovations were to 
stop today, purchases of nonfarm inputs would continue to increase 
for several years. Farmers have just started using many of the new 
pesticides, new feed additives, and the newest farm equipment. Fer- 
tilizer use is still less than optimum. Even though farm prices de- 
cline further, increased fertilizer use would still be profitable for 
many crops on many farms. 

Added production achieved by using new technology costs less per 
unit of output than when using previous production practices. Farm 
technological advances typically involve increased quantities of non- 
farm resources, increased farm output, and lower costs per unit of 
output. Under these conditions, with unrestrained price competition, 
increases in total farm output depends primarily on the rate of adop- 
tion of new technologies and on the upward trend in the use of 
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fertilizers, weed killers, pesticides, feed additives, and other nonfarm 
inputs. 

Usual supply and demand ‘forces do not achieve equilibrium in 
agriculture at satisfactory price and income levels under conditions 
of rapid technological advance. The extremely inelastic demand 
for farm products causes sharp price declines when supplies increase 
faster than population growth. Previously committed resources— 
tractors, improvements in land, specialized machinery and most farm 
operators—cannot shift out of agriculture in response to price de- 
clines. Thus the addition of new output increasing practices becomes 
the most profitable alternative to the individual farmer in spite of 
low prices. 

As an industry agriculture differs from most others. Relatively 
little labor is hired and purchased supplies are a smaller part of total 
costs than in manufacturing. Economic incentives encourage the 
full use of all land, labor, equipment, and unit cost-reducing tech- 
nologies as long as the family continues to farm. In the present 
state of agriculture’s development farm output may be increased 
with fewer farm operator families and workers as mechanization of 
crop and livestock production continues. 

With rapid technical advance the cost-price squeeze drives those 
with capital available into output-expanding, cost-reducing invest- 
ments. Eventually, however, farmers are unable to replace wornout 
equipment or purchase needed current supplies, and farm production 
fails to increase. But under such conditions a long period of de- 
pressed farm income, falling land values, and farm financial distress 
— probable. 

Agriculture has greater difficulties than manufacturing industries in 
assimilating rapid technological change. Farmers are price takers 
under current market organization in contrast to industrial firms 
which typically establish sales prices and produce to supply their 
markets at stable prices. Manufacturers typically make differenti- 
ated, trademarked products, often using patented processes. They 
utilize purchased materials and hired labor. New technological proc- 
esses are adopted to lower costs. But, utilizing Ban yuan, materials 
and hired labor for the most part, they limit production to amounts 
that can be sold at prices in fine with costs. 

Workers Fealeent by labor-saving equipment suffer income losses 
but are cared for by unemployment insurance and welfare services 
until they find new employment. Industrial workers usually have less 
difficulty than farmworkers in finding new employment, since they 
usually live in urban areas accessible to new employment opportunities. 
Also, their experience better fits them for other industrial employment 
than the experience of farmworkers. It is these differences in eco- 
nomic organization of the industries which make it possible for most 
manufacturers to operate profitably at less than full capacity while 
assimilating rapid technological change and prevent agriculture from 
following similar practices. 

Farm youth have limited income earning opportunities.—A gricul- 
ture has other critical problems resulting from dynamic forces. Ap- 
proximately 220,000 farm boys reach working age each year, yet 
there are only about 23,000 openings for new farmers on farms offer- 
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ing promise of a net income of $1,500 for the farm family.?, Approxi- 
mately 90 percent of the young male workers in farm families must 
look forward to nonagricultur ral careers or to low levels of income 
from farming. 

Looking forward in the 1960's, one finds no evidence that increases 
in farm output will soon level off. Unless the rate of growth in job 
opportunities increases substantially, however, farmworkers’ diffi- 
culties in finding nonfarm jobs may increase. Because of the higher 
birth rate in the 1940's, young workers will enter the labor force in 
the 1960's at the rate of 2,600,000 a year, a 40-percent increase as com- 
pared with the 1950’s. 

In the past 6 years the net increase in employees in nonagricultural 
establishments was 2,294,000. Changes in the number of “employees 
engaged in various occupations are shown below: 








Change in number of 
employees in 1959 as 
compared with 1953 
Number Increase or 
decrease 
Government -____- ee a ei Se eer 1, 482,000 | Increase. 
Service and miscellaneous..._____--__- mee Sen FoSAA SES 987, 000 Do. 
Wholesale and retail trade__._......_---- init @ SBME itgenteeest 858, 000 Do. 
Finance, insurance and real estate -- : Ss abe u anneal ‘ ‘eae 387, 000 Do. 
Contract construction. Jicdaeske bite JELES oe Get 145, 000 Do. 
SN ee ES St SR aa ee ee ae ee ee 176,000 | Decrease. 
Transportation and public utilities. _- : Z L 328: St255 319, 000 Do. 
Manufacturing -_-- Btn astnedaete ethos ite 1, 070, 000 Do. 
Increase in employees in nonagricultural establishments..____-------------- 2,294,000 | Increase. 
Change in haves rs employed in agriculture (B.L.S. labor force series)... -- --| 719, 000 | Decrease. 





Source: Employment and Earnings, vol. 7, No. 1, U.S. Department of Labor. 


Ewan Clague, Commissioner of Labor Statistics, foresees an increase 
in professional, clerical and sales jobs in the coming decade, but no 
increase in jobs for unskilled workers in industry. This, he points 
out, could lead to a condition of substantial unemploy ment existing 
at the same time that shortages of skilled labor occur. These observa- 
tions are particularly relevant in considering the opportunities of 
farmworkers, many of whom are unskilled. 

Farm youth have educational and geographic disadvantages.— 
Rural areas have not shared fully in the improvement in education in 
the past 40 years. 


Small school districts, low density and lower income have produced a quality 
of rural education which, by all available measures * * * is less adequate than 
education provided in urban systems.‘ 


Although much progress has been made in rural education in recent 
years, further i improvement is urgently needed. All measures of edu- 
cation reported in the 1959 census s show a wide disparity between farm 
and nonfarm people. Educational deficiencies of rural youth place 
them at a disadvantage in obtaining nonfarm employment. 


2From Karl Shoemaker, “Opportunities and Limitations for Employment of Farm Peo- 
ple Within and Outside Agriculture,” cited by Ernest J. Nesius in “Opportunities and 
Limitations in Programs for Younger More Flexible Persons Now in Agriculture.” 
“Problems and Policies of American Agriculture,” Iowa State Center for Agricultural and 
Economic Adjustment, 1959, p. 360. 

® New York Times, Aug. 22, 1960. 

4Warren Rovetch, “Opportunities and Limitations in Education of Farm Youth,’ 


“Problems and Policies of American Agriculture,” Iowa State Center for Agricultural ta 
Economic Adjustment, 1959, p. 340. 
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Farm youths face other disadvantages in their shift to nonfarm 
employment. The growth in job opportunities has not been rapid 
enough to provide off-farm jobs for all who are willing to work at 
prev ailing wages. The greater distances of farm people from employ- 
ment centers make farmworkers less readily available for the limited 
number of newly opening nonfarm jobs. 

Farmworkers also often have differences in cultural backgrounds 
which cause them to be discriminated against when the demand for 
labor is smaller than the potential supply. These dynamic forces re- 
sult in agriculture bearing a large share of the economy’s underem- 
ployment. Whether this situation improves or becomes more serious 
in the 1960’s depends primarily on general economic policies, the rate 
of economic growth in the economy, and on improvement in educa- 
tion and training of rural youth. 

Two aspects of agriculture are worthy of special note in considering 
the dynamic forces affecting resource adjustments i in the 1960’s. T he 
first relates to the fixity of both labor and capital in agriculture, once 
they have been committed. Most of the labor used in farm produc tion 
is that of farm operators and their families. For very good reasons 
most farm operators, after reaching 35 or 40 years of age, continue 
farming even though incomes are discouragingly low. At the same 
time, many retiring operators are replaced by sons and sons-in-law 
who will inherit all or a |: arge part of the farm, thus predisposing them 
toward a farming career. These patterns of behavior slow adjust- 
ments in farm size and in the labor employed in agriculture in re- 
sponse to technical innovations and low returns from farming. 

Capital investments in farming, once made, also tend to be commit- 
ted for their entire productive life. As pointed out earlier, individ- 
ual farmers continue to invest in output-expanding, cost-reducing 
equipment even though farm prices and incomes are relatively low; 
and improvements in ‘Jand, specialized equipment and tractors seldom 

an be shifted to alternative employment. even though returns from 
their use turn out to be far less than anticipated at the time of the 
investment. 

At the other extreme, few industries are as easy to enter as agricul- 
ture. In the subhumid areas, small, low-productivity farms can be 
purchased or leased with little capital. Families who lose out in non- 
agricultural industries often migrate to rural communities and eke 
out an existence from farming. ‘Thus there are a number of dynamic 
forces which lead to overinvestment in capital equipment in agricul- 
on in periods of rapid technological change, retard the rate of in- 

ease in farm size, delay the reduction i in number of farm operator 
families, seriously delay adjustments in farm production to market 
outlets available and add to the difficulties of commodity supply- 
management programs. 

Production cost trends will be emportant in the 1960’s.—Increases 
in farm production expenses are fully as important as sinking farm 
prices in creating the serious cost-price squeeze now gripping all 
farmers. Farm prices fell 12 percent from 1947-49 to 1959 while pro- 
duction expenses increased 45 percent. About half the increase in 
production expenses was the result of increased quantities of produc- 
tion supplies used, and half was caused by price increases. The trends 
in prices paid for farm machinery and for motor vehicles are shown 


in figure 2. 
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Figure 2.—Prices received by farmers and prices paid for farm machinery and 
motor vehicles, 1947-60. 
Index 
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Source: Agricultural Marketing Service, U.S. Department of A 
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Price increases for industrial products purchased by farmers, 1947-49 to 
June 15, 1960 


Percent 
I i iii em a a ne 59 
EO WO oni i checctncsccln ccs seeiiidich ansiotnchgen ects cata ae 45 
GRR UI haa ann hints hence cece bce ee ee ee 24 
TR IE Ty iii ei te cee tiie eee 33 
DMT TN ic ak ics cients gmc acons iaek wraaadeneel aie oda ine asaeiiaiee ae aeeeeane 12 
ea aos ee hans aise Fa cca ec err ne ee a i a cee 6 


Wage rates also increased 51 percent, farm real estate taxes increased 
90 percent, and interest payments on farm mortgage debts increased 
170 percent. 

Manufactured product prices have been rising almost steadily in 
recent years. Price increases since 1947-49 accounted for $4.4 billion, 
or 17 percent, of farmers’ production expenses in 1959 (table 1 and 
fig. 3). It is disturbing to note that production expense increases due 
to price increases more than doubled in the last 5 years, increasing 
throughout the business recession in 1957 and 1958. 


TABLE 1.—Production expenses, increases due to price increases, realized net 
farm income and related data, 1949-59 


{Dollars in billions] 




















Production expenses | Increase in Production 
Pee BS ar production| Realized expenses 

Year expenses | net farm jdue to price 
Current 1947-49 jdue to price; income increases 

dollars dollars increase as percent of 
since 1947- net farm 

income 

$18.0 $17.8 $0. 2 $13.8 1 

19.3 18. 6 on 13.2 5 

22. 2 19.3 2.9 15.2 19 

22.6 19.3 3.3 14.4 23 

21.4 19.3 2.1 13.9 15 

21.7 19.5 2.2 12.2 18 

21.9 19.9 2.0 11.5 17 

22.6 20.4 2.2 12.0 18 

23.4 20. 5 2.9 11.0 26 

25. 2 21.5 3.7 13.1 28 

26. 2 21.8 4.4 11.3 39 





Source: Agricultural Marketing Service, U.S. Department of Agriculture. 


62190—60——-3 
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Ficure 3.—Increase in farmers’ production expenses due to price increases since 
1947-49 as a percentage of net farm income. 


Percent 





0 
i949 1950 i951 1952 (953 1954 1955 i956 1957 I958 I959 I960 
Source: See table 1. \ 


AGRICULTURE AND INTERNATIONAL TRADE 


Farm price-support and supply-management policies in the 1960’s 
will have important effects on international trade. The United States 
is by far the world’s largest exporter and is the second largest im- 
porter of agricultural products. In value terms, imports at times 
exceed exports. The value of agricultural exports and imports in 
recent years is shown below: 








[In billions] 
Fiscal year Exports Imports for Fiscal year Exports Imports for 
consumption consumption 
Ns cnticrererncinis $3.5 ri i ccei ent ecccecttcecnticctnnccas $4.0 $3.9 
ae 4.7 BGT TBD. 2 odsiednc odd wectt 3.7 40 
Saisie dark Repntrtenncantad 4.0 3.9 





Traditionally the major U.S. agricultural exports have been wheat, 
feed grains, cotton, tobacco, and Sard. More recently rice, vegetable 
oils, and oilseeds have become important export items while animal 
products, fruits, and vegetables have been major items in years of 
surplus. 

Approximately 60 percent of our exports in recent years have moved 
under Public Law 480 and related programs or have been subsidized 
if sold for dollars. Exports of agricultural products in the fiscal 
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ears 1958, 1959, and 1960 classified as to conditions of sale are shown 
low : f 





[In billions] 
Fiscal year 
1960 

Exports under International Cooperation Administration and 
Public, Law 480 DrOsrTamtR..... <n cccgee<cncosebspereecsrens= $1.3 
Sales for dollars (involving some subsidy) --.--..-...-..------- 1.3 
ind ctaci il alaciamiedn nutes intnessdigewesdnacaaen 2.6 
Nonsubsidized sales for dollars...............-.-......----..-- 1.9 
Total agricultural exports_.-..............-..-.--.--.--- 4.5 
Estimated subsidy in sales for dollars involving some subsidy_ .3 





Source: Foreign Agricultural Service, U.S. Department of Agriculture. 


Traditionally, the major U.S. agricultural imports have been sugar, 
coffee, bananas, rubber, cocoa, vegetable oils, and wool. More re- 
cently imports of cattle and meats have assumed increased importance. 
Approximately half of the agricultural imports, such as cattle, meats, 
fruits, vegetables, sugar, grains, cotton, wool, and vegetable oils are 
directly competitive with domestic production. The others comple- 
ment, rather than compete directly with, domestic production. These 
products include coffee, natural rubber, cocoa beans, bananas, tea, 
spices, and cordage fiber. 

Import quotas under the Sugar Act limit imports of sugar. No 
other import quotas limit physical quantities of imports of farm 
products except those under section 22 of the Agricultural Adjust- 
ment Act of 1933, as amended. This act authorizes the use of import 
quotas to limit imports which materially interfere with farm price 
support programs. Imports at present controlled under section 22 are 
wheat and wheat flour, cotton and cotton waste, certain dairy products, 
rye and rye flour and meal, flaxseed and linseed oil, peanuts and pea- 
nut oil, and tung nuts and tung oil. 

If price support and production controls were removed.—Farm 
price support programs have been criticized for interfering with the 
freer foreign Eads policies advocated by the United States. They 
have given rise to Government-subsidized exports and to quota lim- 
itations on imports as indicated above; and future farm income im- 
provement measures may not permit the removal of existing export 
subsidies and import quotas. 

With this in mind, it is important to appraise the extent to which 
exports have been expanded by subsidies in recent years and the extent 
to which usual imports have been restricted by quotas to protect do- 
mestic price support programs. Most of the present barriers to im- 
ports and the current export subsidy programs only offset the special 
market conditions created by price support programs. If all domestic 
price supports and limitations of imports were abandoned, imports 
tet not be increased importantly. In some cases they might even 

ecline. 

If agricultural price support and control programs were abandoned, 
prices of several American farm products would drop sharply. Dairy 
pee and wheat prices now substantially above foreign market 

evels, e.g., would quickly drop, effectively shutting out imports. 
Even more important, the elimination of price supports and pro- 
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duction controls might have serious disruptive influences on world 
price levels. It is probable that domestic prices would fall below 
current world prices and exports would increase beyond present sub- 
sidized levels. 

In the longer run it appears that in the absence of domestic price 
support and production control programs U.S. producers would either 
continue recent levels of commercial exports of cotton, wheat, tobacco, 
vegetable oils, and several other products or expand rather than con- 
tract them. Hence it is probable that restrictions on agricultural im- 
ports, subsidies on commercial exports, and Public Law 480 programs 
associated with domestic price support have not greatly altered the 
normal volume of trade in agricultural products. If more extensive 
and more effective domestic price and income support programs are 
adopted in the future, it is doubtful that any of the present quotas 
and subsidies can be discontinued. It may be necessary to add to the 
present list. However, if care is exercised in the administration of 
quotas and subsidies in the future, as in the past, normal volumes of 
imports and exports may be maintained. 


INOREASED EXPORTS ALONE WILL NOT SOLVE FARM PROBLEM IN THE 1960'S 


Increasing agricultural production is now almost worldwide and is 
particularly evident in the major food importing and exporting coun- 
tries of Western Europe, Canada, Australia, and New Zealand. In 
some lines, such as the production and export of broilers and feed 
grains, U.S. production costs are sufficiently lower than those else- 
where as to assure expanded exports without subsidy. With farm 
production in industrialized countries increasing faster than popula- 
tion, opportunities for expanding exports to these countries may be 
largely in feed grains to support expanded livestock industries, spe- 
cialty products adding variety to national diets, and nonfood products 
such as tobacco and cotton. 

Less industrialized countries with rapidly expanding economies and 
populations may be expected to increase commercial imports of a 
number of products, especially cereals. Foreign-trade specialists, 
however, foresee only moderate increases in commercial imports of 
farm products by these countries in the near future. In short, pros- 
pects for sharply increased commercial exports of farm products by 
the United States are not good. 

With hunger and malnutrition widespread in the less developed 
areas of the world, opportunities for expanding Public Law 480 ex- 
ports might appear almost unlimited. However, without collateral 
development programs in these countries, this is not the case. Trans- 
portation and distribution systems are inadequate to handle greatly 
increased quantities of food. Governments also are reluctant to accept 
substantial special imports of food for a few years without assurance 
with respect to future supplies. 

In the longer run, it is probable that most of the increased food 
in the less-developed areas must come from increased domestic pro- 
duction. These countries must fit food imports acquired under Public 
Law 480 programs into development plans which assure adequate 
future food supplies from home production and commercial imports. 
Expanded imports under Public Law 480 programs might, under some 
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circumstances, delay and weaken increased home production programs. 
Responsible governments in underdeveloped countries are unwilling 
to assume the risks involved in becoming heavily dependent on non- 
commercial food exports from the United States. 

This is not to prejudge the extent to which abundant food supplies 
in industrialized countries can be utilized effectively to wipe out hun- 
ger and malnutrition in underdeveloped areas. Nor does it deny the 
possibility of increased utilization of abundant foods in speeding 
economic development in the free world. But there is a definite limit 
to the quantities that can be used in an orderly manner even in countries 
where hunger and malnutrition are widespread. 

A total of $7.9 billion of farm products (food, livestock feeds, and 
fibers) have been disposed of in the 5 years of Public Law 480 pro- 
grams. This rate of disposal was too slow, however, in relation to 
current production. Even though production was held partially in 
check by soil bank programs, stocks continued to accumulate. Ex- 
pansion of Public Law 480 disposal programs suflicient to reduce 
stocks to desirable levels, without reducing current production or 
price levels, does not appear feasible. 


DOMESTIC DEMAND FOR FARM PRODUCTS 


The market for all farm products, food and nonfood, is increasing 
year by year. It is expected to grow only slightly faster, however, 
than the increase in population in the 1960’s. Supplies have been 
more than ample to meet all market demands for the past 9 years. 
Consumers have upgraded their diets, substituting animal products 
for cereals. In recent years, consumption of red and poultry meats 
increased 24 pounds per capita and consumption of cereal foods de- 
clined by an equal amount. An uptrend in the per capita consumption 
of fresh and frozen fruits and vegetables also is in progress. 

Increasingly, food consumption is based on personal preferences 
rather than on satisfying hunger at least cost. Nevertheless, demand 
for all food is limited by family income levels and by the physical 
capacity to enjoy food. 

Although Americans would consume larger quantities of the higher 
priced cuts of meat and fresh and frozen fruits and vegetables if the 
prices were lower, few would increase their total consumption of 
food in response to lower prices. As a result of sharply higher weekly 
wages and only slightly higher retail food prices, expenditures by 
urban wage earners’ families for a fixed basket of farm-produced 
food dropped from 32 percent of weekly earnings in 1950 to 24 per- 
cent in 1959. Food costs in relation to workers’ earnings at the begin- 
ning of the 1960’s are the lowest on record and probably lowest in 
the world. 

Only 10 to 12 percent of the nonfarm population need to spend 
40 percent or more of their income for food to achieve an adequate 
diet. University of Minnesota studies indicate if food purchased by 
these families were raised to the level of all nonfarm families, market 
demand for food would be increased only 1 to 2 percent. 

Also, fewer than 6 percent of the nonfarm families received incomes 
of less than $2,000 in recent years—fewer than 4 percent of the people 
are receiving welfare assistance either from States or under social 
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security. More generous food distribution programs for these people, 
while important to their welfare, would increase food consumption 
relatively little. 

At the present level of economic development in the United States 
the demand for food increases primarily with the increase in popula- 
tion. With stable prices, per capita income increases of 10 percent 
may increase the market demand for food only 1 to 2 percent. 

aenioae in food supplies in excess of population increases cause 
sharp farm price declines. A 5-percent increase in supplies results in 
farm prices dropping 15 to 20 percent or more. 

Demand for nonfood products limited by substitutes—Demand for 
nonfood products such as timber, cotton, and wool is not limited b 
physiological needs as in the case of food. Rather, it is limited pri- 
marily by the cost and substitutability of competitive products. Re- 
search carried on by the Agricultural Research Service and the land- 
grant colleges discovers and develops new uses for farm products. 
In 1959 patents were issued on 96 new processes or new products de- 
a by the utilization research staff of the Agricultural Research 

ervice. 

Over a period of years, however, farm products have lost ground 
in competition with products of nonfarm origin. Forty years ago 
some 85 million acres of cropland were devoted to the production of 
feed for horses doing the work now performed by motor power on 
farms and in cities. Rayon and other manmade fibers have displaced 
cotton and wool in many industrial and clothing uses. Synthetic 
detergents have displaced farm-produced animal fats in the soap 
market; industrial products are taking the place of farm-produced 
drying oils in paints. Plastics, and paper products from forests, 
have displaced leather and cotton from farms in many uses. 

The goal of farm utilization research—the discovery of new prod- 
ucts useful to society—is most commendable. Research is a long-run 
activity. It is important in holding and expanding existing markets 
for farm products. New industrial uses for farm products are un- 
likely, however, to provide large-scale outlets in the near future for 
farm products now in overabundance. 


FARM INCOME WITH PRICE SUPPORTS REMOVED IN THE 1960'S 


In the past 7 years an average of $2.2 billion, or 7 percent of total 
farm marketings, were removed from commercial channels by surplus 
disposal and storage programs. If these programs were dropped with- 
out replacement by others, farm income would drop several billion 
dollars. Projections of farm production, prices and income for 1965 
indicate a drop in net income of 36 percent from 1959 and 45 percent 
from 1958 if production controls a price supports are discontinued. 
Prices of the price-supported crops of cotton and wheat would dro 
30 to 50 percent. Prices of the uncontrolled feed grains and livestoc 
also would drop 10 to 30 percent below recent levels. The index of 
prices received by farmers would decline 21 percent from 1959. 
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These projections provide (1) that existing surplus stocks be iso- 
lated and disposed of outside usual markets, and (2) that Public Law 
480 exports from 1965 production be continued at about recent levels. 
They also provide for a conservation reserve of 30 as compared with 
28.7 million acres in 1960. Marketing quotas for tobacco are assumed. 
to continue. 

Projections assume continued economic growth.—These projections 
are estimates of the probable situation in 1965 under specific assump- 
tions. They are not forecasts of expected prices and incomes. ® 
latter would require estimates of probable changes in Government 
programs. Stability in the international situation and continued up- 
ward trends in population, productivity, and real income per capita 
are assumed. e specific projections for population, disposable per- 
sonal income, and per capita disposable income which were used in 
estimating the demand for farm products in 1965 are as follows: 





Disposable Per capita 
personal ble 


Year Population 
income income 
(1959 prices) | (1959 prices) 


bias caein slash conamenieanaintieigieee adeagatipima eration camcanaimmaimenmmaamaaaael 174 $318. 4 $1, 846 
Ti thicecdcntea bidpnnipainnaddiipcwnantiipeiedaniduaametndieaeiea 177.0 337.3 1, 906 
TEI sicsin Aicbspindicicsenamnpeeboiniindnapnicsiedtiaioiomdgernmanaamanrasniaaaeae 1180.1 1350.0 11,943 
Projections: 
I ined cncegenatin nicmesintsdalntiadadadammdeanienamalaeiaaaen tae 2183.2 2362.4 71,978 
ili niiinscunlpeeucegsapiinaindepnesaeianbmecenmenaemaiahaanammamanatna 186. 2 375.0 2,014 
Wil iidinikch nititetinacnenppeitiamindpienmatsaaimbeantasindenedeaee ae 189.3 388. 1 2, 050 
Wi vcamenuserenenmemeeinianenedeienmalimmlidl 192. 5 401.7 2, 087 
IPD clicinaininsnketisstpinhincainintgcidhaiiaininsdiiedistnndiniisiaiasiammaaate 195.7 415.9 2, 125 


1 Estimated. 
2 Projections from 8. Doc. 77, 86th Cong. 


The projections of prices and incomes for 1965 are based on analyses 
utilizing an as yet unpublished demand model developed at Pennsyl- 
vania State University by George Brandow as a contribution to an 
interregional policy research project designated in the Office of Ex- 
periment Stations as IRM-1.° The projections indicate that the ex- 

ected increased production of crops and livestock in 1965 selling at 
ower prices would lower cash receipts as compared with 1959. 

Allowing for lower feed and livestock prices, and assuming physi- 
cal quantities and prices of purchased supplies will continue to increase 
at half their ones trends, higher production expenses are pro- 
jected in 1965. Allowing for an expected small decline in commer- 
cial farms with sales of $2,500 or more, projected net income per 
enlarged commercial farm in 1965 would be about 30 percent less than 
in 1959. 

The detailed projections of crop acreages harvested, acre yields, 
livestock production, prices, exports, cash receipts and production 
expenses, together with similar data for 1959 are shown in tables 2, 3, 4, 
5,6, and 7, which follow: 


5A general description of this model and the analytical methodology involved in its use 
is presented in appendix A. Comparisons are also made in the appen between these pro- 
jections and those made by U.S. ees of Agriculture technicians, reported in 8. 
77, 86th Cong., 2d sess., utilizing slightly different assumptions and methods. 
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TABLE 2.—Acreage harvested, 1959, and projections for 1965 with price supports 
and production limitations removed 


[In millions of acres} 





Crops 1959 Projected 1965 

eae pd > Sears dee alia oie 53.0 54.0 
eae dtd Soh clettbebak Lib alidd Set ecest. ettareia eee ba 84. 6 80.0 
iene pcre hentliintiie ati cae bein a caet: Cracatteerecmdicint vettiale ieee itil ine el nlataa 28. 5 26.0 
Barley ePe ee. : e. eee. aoe aes ; 15.1 10.0 
Grain sorghums.__.......- a eth sei i sg Sete ed 15.6 11.0 
Soybeans al real a ; ee . 22. 4 26.0 
MEE PET SP See lhosk piso nid diots ctenelot ads 1.6 1.6 
eee SO Ee EE SRR: TE I 15.2 18.0 
Bdetecloot dwtiea~nudde sues Lwbé puede tomed ae eae tee ile 69.4 73.0 
ON, 566 cE a idid on cidd ln obo vetnnsdabies ees - sei 20.0 19.4 
a 3S 8 hi a, AO IG Shes 324.8 319.0 








TABLE 3.—Yield per harvested acre, 1959, and projections for 1965 with price 
supports and production limitations removed 








Crops 1959 Projected 1965 
Wo iectaltencacentcuseu kas ; Crees eT eee seer Ee bushels 21.3 25.0 
la nasi accohatbiecinibltetntighcndend ae cae oi are cba do__- 51.5 53.0 
NEE Te ED tt wale A amelie mda dalpene cultlgiessclatiiatindeted hes | oe 37.7 39. 0 
ai di lt ad ele entities ie eee ee ea ae 27.9 32.0 
ES eee eh ees dh ee 7.2 35.0 
Soy beans rele aainecwhodhamaitadad peer Soon ee tet ee ad do___- 24.0 24.0 
Ee a Rae ad ae : sdsdiahicio ie nian nentpenasta el 3, 349.0 3, 570.0 
Cotton stan ei ietlinepaiscs Goel aiasiblidhinetcosanilntanied eh eS a ee Sine aa eae ass 465.0 500.0 
RRL SS TET Ses E a eS ee tons 1.6 1.7 








TABLE 4.—Production, 1959, and projections for 1965 with price supports and 
production limitations removed 


{In millions] 





| 
| 1959 Projected 1965 
CROPS 
NaN ee Stee Se kik rc edeell Lees etdbd st te 1, 128.0 1, 350 
i aaa ee ee ci 4, 361.0 4, 240 
CE aite bul Seabkewsdadecshbovidacas inigchtedekinadtwenautesnawiee @.2- 1, 074.0 1,014 
I 8 a nd tradi h cpa: ansees< babaaieb eile O60 420.0 | 320 
CIPUE MEI i cscceneesnonee nEdMNA2 anes hg atecaeeahceasen _ 579.0 385 
Soybeans__--_- Pesab ed itienh A sandeebbieh to) dds S559. S. Sh. GER. 538. 0 624 
a ‘cli alate ae hundredweight-_ 53. 1 57.1 
Cotton __.--- Be slakecncknshnetndsonsccmpolse saved bands SZ. 14.7 18. 75 
TR airtel nb 606 od hewtind sqegsneebes666eRerSeess enntgeds teed tons--| 112.8 124 
LIVESTOCK 

CRRA OE CRE RIOR 605 hc ceninw nite ininn sodngunwagebaaneitecen pounds-.- 29, 546.0 | 34, 149 
SIE hk nb ebbn ad wecdcdewwtedates Uden teddlllncibehoasghia iw. 21, 442.0 | 23, 827 
SE IRE, CREAT... ince esque cncnths nance cenewshabnndinskwansl ae 1, 676.0 | 1,615 
ah eset ana on ioe be eintcd means ne ere ciamramenc oat meet do--_..} 7, 172.0 8, 260 
GS  eeda pie b heii ieee <5 0s hentakt an denise ko epew bids dade G6. i4 1, 392. 0 1, 701 
eiiitknanddipa de cadanionnbnansieuhe spina eibrerteieiteaae=nunceiel dozen. - 5, 196. 0 5, 699 
Pl ditnccg covcitescaddebaceieans Soma wae ceieae hundredweight- - 1, 244.0 11,488 








1 Peete reasons involving use of milk for various purposes, projected production may be somewhat 
too high. 
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TABLE 5.—Eeports from current production projected for 1965 with price 
supports and production limitations removed’ 


Commercial | Public Law Total 
480 
Wee. on) 6. cade a. Ls bushels_- 17 275.0 450.0 
ee ats... 1. BIER a oder td bhibetlscncneietiniiel tons__ 15 0 15.0 
NS, BS I Se RE hundredweight__- 19 10.0 29.0 
Gotta «. ..56id ila asses mbheseses > theatien el bales_- 7 1.5 8.5 
Goyweeth O68...) sid... cc edad ncivwcchentsbeten pounds... 2 2,000 625.0 2, 625.0 








1 Public Law 480 exports in addition to those listed would be required to reduce surplus stocks now on 


nd. 
2 Includes oil equivalent of soybeans exported. 
3 Also 160,000,000 pounds cottonseed oil. 


TABLE 6.—Prices received by farmers, 1959, and projected for 1965 with price 
supports and production limitations removed 














1959 1965 Pereent 

decline 
CG wegedavinthh teneacodnndiudendbie<soveei hundredweight-_- $22. 50 $17.08 24 
IE WO o deen decubeccccqcadulttclanéenccuiien seawnee do.... 27. 10 18. 39 32 
WN an kd is 5 aca id caebs ohne bake Gabdadcweed do...- 14, 20 10. 95 23 
Sheep er ae ae do... 17. 94 16. 78 6 
Be GR ins 52. cada neck gig be gdesdctccbenwbaes pound... 15 .i4 7 
Din np ccnndbncceceusabdtdelnascoun}seneuegepieial do.. .24 .19 21 
Mcsaatan hekeet ses eeetedbacctat eee taeccsenanes dozen.-- .31 . 26 16 
Milk, WIN ihn sith we thogteh nde tite hundredweight- 4.16 3. 67 12 
> eS ee a ee bushel... 1,07 .77 28 
CIS ponciiwohdccbbccakstebbudeaneincccenan}beubeubeenn — . 62 .41 34 
IT ccamcn oie do... . 88 . 62 30 
Grain sorghums. -hundredweight-- 1. 68 1.21 28 
, i ere = ees ee ee bu “wa 1,75 .87 50 
a irnne<bannpcarasecltacesnanaeannecesieaaenbial Tiaewn 2.02 1.35 33 
WUE cn ncdocccsstinddesass tne blsclthceksacke hundredw: eight. vs 4.79 3.49 27 
Ciel op pos nnteananeerniet eckacs eit aeaenaiael pound. 32 21 34 
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TABLE 7.—Income and production expenses, 1959, and projected for 1965 with 
price supports and production limitations removed 


1959 Projected Percent 
1965 











change 
Cash receipts from marketings: Millions Millions 
I I onl alia nemeininnanes-oitieniin ietaniilgeteteianaimal $7, 893 7, 044 —i1 
Hogs 2, 806 2, 504 —il 
Shee 337 268 —20 
All chickens 1, 038 1, 096 +6 
Turkeys 329 317 —4 
Eg me 2 1, 489 1, 420 —5 
Milk and cream_ 4, 617 4, 965 +8 
Co 1, 508 1, 002 —3 
Other feed grains_- 381 —56 
1, 986 1, 093 —45 
Rice 224 195 —13 
Cotton lint 2, 385 2, 008 —16 
al 218 204 —6 
BD vos oniomonatcndactlamsesdesouesteeca tap hniekee ve 952 818 —l4 
id 6, 504 7, 542 +16 
SE SUR AG diticchcndc didoniséniusitiittiinakeitinl 33, 146 30, 857 —7 
Other income: 4 
I a beaaionstbemdinates 662 662 0 
Food and fuel used in the home___.-.-...........-.-..--_- 1, 628 1, 063 —35 
SERS PRE WONG ais Sis cons cocinmnnsdbavcsonsicsoon 2, 012 2, 012 0 
ee ee ND. on ts, onesie Slinsceonessees 4, 302 3, 737 —13 
I a 37, 448 34, 594 —8 
Production expenses: 
TES... cn npathckadacccskumasbiibesssnssnes 4, 623 4, 403 —65 
ES ESS SEE en eee eae 2, 727 2, 260 —17 
I ee 2, 2, 929 0 
Real estate taxes and mortgage interest. .................- 2, 025 2, 600 +28 
Bde i cticetticticind bcbtintonentnviitbancedtadne 13, 855 15, 200 +10 
Total production expemses_...........-..---.---+..----- 26, 159 27, 392 +5 
Seiten mak Beattie. «i. <n occckedicdiosicuxrnlsccocdee 11, 289 7,202, —36 


The implications of the decline in farm income projected for com- 
mercial agriculture are serious. In spite of the isolation of existing 
surplus stocks, a conservation reserve of 30 million acres, and con- 
tinuation of Public Law 480 exports from current production, prices 
for farm products would decline sharply in 1965 in the absence of 
programs to balance supplies with market outlets available. Pro- 
ducers financially able to make investments in new output-increasing, 
cost-reducing technologies would attempt to meet the painful cost- 
price squeeze in this way. Land and capital investment values gen- 
erally would shrink. Industries and financial institutions serving 
farmers in the towns and cities would feel the financial pinch in the 
rural areas. A prolonged period of severely depressed farm incomes 
adversely affecting all who deal with farmers appears probable if 
agriculture’s full production potential is utilized in the 1960's. 

Programs to prevent excessive farm output or increased Govern- 
ment payments appear to be required to prevent further worsening 
of commercial farmers’ incomes in the 1960’s. Supply management 
programs to hold farm output below full capacity are of two types— 
those which limit inputs of resources, and those which deal directly 
with market supplies. 

No one has seriously proposed placing limitations on development 
of new technology. The long and uncertain time periods involved in 
discovering and perfecting production innovations make it impossible 
to manage market supplies of farm products by varying investments 
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in technological research. In fact, from a practical standpoint, crop- 
land appears to be the only resource input susceptible of direct man- 
agement by Government programs. 

Land management programs may be either voluntary or compul- 
sory. They also may be limited to acreages used for specific crops 
or they may be applied to cropland without reference to specific crop 
acreages. The tobacco, wheat, cotton, rice, and peanut marketing 
quota programs are compulsory land management programs applied 
to specific crops. Producers, by a two-thirds majority, voted to limit 
production to allotted acreage of these crops. In this way they man- 
age supplies of the products moving to market. Producers who over- 
plant their allotments are subject to heavy taxes on the extra 
production. 

When the only inducement for planting within the allotment is an 
adjustment payment or the availability of a Government price- 
supporting loan (as in the case of the corn program prior to 1959), 
it is a voluntary land management program. ‘The present conserva- 
tion reserve program, with Government rental of 28.7 million acres 
of cropland for 3- to 10-year periods is also a voluntary land manage- 
ment or land retirement program. It is designed to reduce the aggre- 
gate volume of farm products marketed. 

Supply management programs which deal directly with market 
supplies also have been operated on a limited scale since the 1930’s. 
They have been applied to fresh fruits and vegetables, tree nuts, and 
fluid milk in urban markets. Market order or direct market supply 
management programs, under legislation passed in 1937, among other 
things may regulate the grade, size, quality, maturity, quantity, and 
rate of shipment of the product from specified production areas to 
market. Marketing orders for specified products are issued by the 
Secretary of Agriculture under legislative authorization, when re- 
quested by a two-thirds majority of the producers of the commodity. 

Three different supply management programs and the use of direct 
payments as means of improving commercial farmers’ incomes are 
analyzed in parts II, III, IV, and V of this study. Part II is con- 
cerned with voluntary land retirement programs. Part III deals 
with improved production controls for the basic commodities and 
feed grains. Part IV analyzes direct management of market supplies. 
Part V is concerned with direct payments to farmers. 

Analyses of these alternative policies utilize the same basic assump- 
tions as were used in making the price and income projections for 
1965 with full utilization of resources and price supports removed. 
They utilize the same estimates of demand elasticities, livestock feed- 
ing rates, yields, and production expense trends. These analyses are 
presented by competent economists as estimates of the magnitude and 
cost of alternative programs to achieve specific levels of farm prices 
and income for a period in the 1960’s centering on 1965. 

They are not intended to demonstrate the superiority of one alterna- 
tive over others. Rather, it is expected that farm programs in the 
1960’s may combine features outlined in several of these alternatives. 





PART II 
VOLUNTARY LAND RETIREMENT 
(John A. Schnittker, Kansas State University) 


Voluntary land retirement as a means of holding production in 
check, and therefore, of holding farm product prices above free- 
market levels in the 1960’ s, is the subject of this report. Two alter- 
natives are described. One would maintain the 1959-60 price level 
and price relationships. The second would support the prices of 
cotton and feed grains near 1959-60 levels, but would price wheat as 
a feed grain. There are large differences between the two in the 
location of idled land and in regional income effects. 


GENERAL IMPLICATIONS OF VOLUNTARY LAND RETIREMENT 


Land retirement is one of many production control and price sup- 
port techniques. As described here, it would be a substitute for 
acreage allotments, marketing quotas, and stock accumulation, all of 
which support prices now. Land retirement, operating with a price- 
stabilizing loan and storage program (as assumed here), would con- 
tinue one serious flaw of earlier programs—the commitment to sup- 
port the price of “all output from a given acreage.” A second major 
shortcoming in acreage allotment programs to date—failure to reduce 
total resource use—could be remedied, however. 

Land retirement, in effect, introduces a new farm enterprise in com- 
petition with others. Since this program would be voluntary, it would 
have to be more attractive from an income standpoint than produc- 
tion, or it would not be used. 

By reducing the supply of land for cultivation, land retirement in- 
creases the intensity of competition for agricultural land, especially 
for farm enlargement. It may increase, or at least support land 
prices for a given product price level. Whatever the system—whole 
farms or part farms—it reduces opportunities for farm operation 
without seriously affecting opportunities to earn income from invest- 
ment in land. 

Land among farm inputs.—To maintain the 1959-60 farm price level 
without adding to stocks would require that farm resource use (thus 
output) be reduced at least as much as output is now excessive, or 
by 6 to 8 percent. This prospect—reducing aggregate resource use 
now, and allowing moderate increases to begin, perhaps by 1964 or 
1965—must be faced in all systems of agricultural production control. 
But land retirement deals directly with resources, while other systems 
would affect marketings directly and resources indirectly. 

Only 15 percent of all farm resources are land and buildings (fig. 
4). However, any system of land retirement will reduce not only land 
use, but also labor, fuel, and machinery use. 
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Whatever the method of administration of a land retirement 
gram or the location of idled acreage, the volume of business of al 
suppliers must fall if output is to be cut significantly. Clearly, 
contracting entire farms would remove labor and _ capital from 
agricultural production and would minimize the possibility of more 
intensive practices on remaining lands held by others. Other things 
being equal, idling entire farms would minimize the effect on land 
remaining in cultivation and increase the impact on farm supplies, 
whatever the scope of the program. 

Contracting part farms would leave open two immediate possibili- 
ties to offset reduced acreage. First, fertilizer and other resource use 

er acre might be increased on farms where capital had been limited. 
Rested, where machinery or labor had been limited, cultivation or 
labor use per acre might be increased. Both possibilities would in- 
crease the acreage which would have to be retired to achieve : any price 
support level. 


FieureE 4.—Major input groups in agricultural production. 


PERCENTAGES OF TOTAL INPUTS 


VI). 


Source: Agricultural Research Service, U.S. Department of Agriculture. 





Because resource use per acre would increase in a part-farm land- 
retirement program, the effect on land use would be greater and that 
on farm supplies smaller than if entire farms were idled, for any net 
reduction in output. 
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Declines in consumer spending—apart from production expendi- 
tures—in rural communities would probably be greater if entire farms 
were contracted, since former operators might change residence. But 
if substantial and rather uniform shares of cropland were retired 
across the country in the 1960’s, expenditures for farm supplies would 
decline somewhat whether entire farms or part farms were contracted. 
We should not, for example, expect to see important differences be- 
tween 2 counties, one with 10 percent of cropland idled on all farms 
and the other with 1 (average) farm in 10 completely idle. 

Duration of land retirement.—Public demands for reduced farm 
output and higher farm prices arise out of agriculture’s great output 
potential and full use of it. 

As pointed out in part I, a large backlog of farm ee al- 
most assures excessive production in the 1960’s if prices are as high 
as in 1960 or even somewhat lower. To maintain current price and 
income levels, land retirement must be considered as a long-range pro- 
gram, not a temporary expedient. 


FARM PRODUCTION AND PRICES WITHOUT PRODUCTION RESTRICTIONS 


As outlined in part I, with no restraints on farm production and 
no accumulation of farm commodity stocks by the Federal Govern- 
ment, farm output would increase, its composition would change, and 
prices and incomes would decline sharply in the early 1960's. 

Those were short-run estimates; they assume an agricultural econ- 
omy geared for high production, using its resources fully through 
several unfavorable years. Capital losses, farm consolidation, and 
reduced resource use would surely follow at some time. 

Whatever the nature and timing of adjustments which might occur 
in 5 or 10 years, there is little reason to expect returns to farm re- 
sources during the 1960’s to be as high as in the late 1950’s. If im- 
proved methods of production and farm credit remain available, any 
substantial improvement in prices and incomes would set off a new 
tendency toward greater output and lower prices. 


A PROGRAM TO MAINTAIN 1959-60 PRICES 


Two voluntary land retirement programs are discussed below. One 
would maintain prices near 1959-60 levels; the other would raise aver- 
age prices slightly but permit wheat to sell at feed prices. Stock ac- 
cumulation would end under either. 

To maintain roughly 1959-60 prices would require that land re- 
tirement be located much like acreage allotments in the 1950’s, but 
that it be more extensive. It would focus on wheat and cotton di- 


rectly and on feed grains indirectly. Acreages and production would 
be about as in table 8. 
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TaBLe 8.—Acreage harvested and production with retired land concentrated in 
wheat and cotton regions to hold prices near 1959-60 levels * 


{In millions] 












































Acreage harvested Production 
Crops Toy Geol eae ed Paar hare Laer 
Pro- 
1959 1960 | jected, Unit 1959 
1965 
iii edaetiamieatsa eaten —| a oe ie 
a i ce aes 84. 6 83.7 82.0 | Bushel__.-..---- 4, 361 
babe cers etedcbecbuecuwsdeecte 28.5 27.4 25.0 }..... WO 5s. stile 1, 074 
0 EE ee ee ee 15.1 13.9 OO Ba Bicones 420 
pees eect aaa 15.6 15.3 70 fans inti anata 579 
Total feed grains. .........--- 108:6 5 MOST ISRO T FUR. nad ce0n, 165.6 | 168.7 152 
i ates, ak 53.0| 53.0| 44.0] Bushel.......... 1,128 | 1,368 | 1, 100 
Snark cine amwceeos sienna 15.2 15.5 tee ep 14.7 14.3 14.4 
NR SRE REO OS 8 es oes ci eke 1.6 1.6 1.4 | Hundredweight.| 53.1 53. 6 50.0 
dis 22. 4 23.6 23.0 | Bushel_........- 538 560 550 
Peanuts__-_----- eee Pa dile hide denna 1.5 1.4 1.4} Pound__._......| 1,602 1, 766 1, 680 
IG Boiss oikn tx cinceaaeean ok hen ae 1.2 1.1 A al cia tie 1, 800 1, 952 1, 900 
SE oe 3.1 | 3.4 gee ME 22.7 30. 6 24.3 
sahdennnn tee chk eee 69.4 69. 6 ee eee 112.8 119.0 119.0 
Subtotal (8 crops) _.........-- $07.4 5 OS! I) . 2 a aa a. 26... 
Total (12 crops) -.........----| B1L.2 ~ 309.5 281.0. Seal disap isiwutebene lesa sa seirentandll mmpinwtatigs 
PG ati isep otadid = 13.7 12.0 OO. @ Rate. ck ch Sisk. hh eh dds ls ewnwoce 
RS Sn. oo cee mine 321.5 GR Sedeitcndindadaihamhtedsetiaseab<elecoctede 
We NI FE isk sm 5nki cn Si -saeaiss 22.4 28.7 OE A idipcccdeeaes «hs ee niden ieds da <hS66 spate 
Gramd to@i8 oss. 5. ks aed 347.3 | 2350.2 SO Bie oteddik ss édddshscticchehbiniicSvetedéde 
i 











1 Assumes average productivity on cropland retired, except for present conservation re- 
serve. 


2 About 3 million acres not harvested in 1959 apparently were in 1960 soil bank. 


Prices in the 1950’s were favorable to greater wheat and cotton 
production than was possible with acreage allotments enforced by 
marketing quotas. Land diverted from wheat, cotton, and corn in 
1953 was put to other crops also under price support and in excess 
supply. These diverted areas would have to be idled so that as acre- 
age controls were lifted producers would not return to preallotment 
patterns of production. 

In addition, acreages which have produced additions to stocks since 
1953 would have to be retired. Wheat, cotton, and feed grains are 
involved here. Resources diverted to maintain the price of one com- 
modity could not be transferred to production of another as in the 
1950's. 

A reasonable point of departure for this land-retirement program, 
if enacted in 1961 for 1962 and subsequent crop years, would be to be- 
gin regional land retirement concurrent with the end of allotments, 
so that preallotment patterns would not reappear. It is assumed 
that the conservation reserve, of 28.7 million acres of somewhat below 
average quality land including little wheat or cotton land, would be 
continued. 

Wheat.—With 1959 prices (table 9) but no acreage allotments, 
75 million acres or more would be planted to wheat, and perhaps 67 
to 70 million acres harvested in 1965. Such a harvest would depress 
wheat prices severely unless stocks increased. Enough land would 
have to be retired, therefore, where wheat growing 1s most advan- 
tageous at stated prices, so that only 50 million acres remained in those 
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areas to be planted to wheat (44 million acres or 1.1 billion bushels 
harvested ; appendix B, table A.) 


TaBLe 9.—Prices received by farmers, projections under no controls and under 
two land retirement programs, with comparisons 


69 million 48 million 


A Suohon- | teed consent | end’ Smee 
verage, uction concen- | lan str 
Commodity Unit 1955-57 1959 control trated in uted among 


programs wheat and | all grain and 
cotton areas | cotton areas 


Livestock: 
OOS co ccacubos Hundredweight- $15.90 | $22. 51 $17. 08 $18. 30 $19. 22 
Caiwel 256 ccd DOnlisdinddcchicidedadsand 27. 10 18. 39 19. 61 20. 53 
| ee a eee G.<depimanwid 15. 70 14. 20 10. 95 13. 85 16. 44 
CO I Big M Coocenweaciiesaaaname 17. 94 16. 78 18. 02 18. 97 
Milk, wholesale__-|_.... Ciba 4.12 4.16 3. 67 4.10 4.32 
| a ) es .38 31 . 26 - 32 . 37 
DOCED ni ceennads POURG..i20.6 5.4 6OE bide dood 15 -18 -21 
DIMI Bncwcteubseoans ccarecnie- tans 24 .19 -23 -27 
Crops: 

OR ih tiden ds Bushel.........- 1. 25 1.07 77 1.00 1. 23 

nnsnetudcqnignealnail ik digtiieemened . 66 . 62 41 . 53 - 65 
Dats i. nic- de . Lisaddows . 95 . 88 62 . 80 . 98 
Sorghum grain....| Hundredweight. 1.93 1. 68 1.21 1. 57 1.93 
We otsecccand BL hui aoe 1. 96 1.75 7 1.75 1.35 
OE nian btttinns Hundredweight. 4. 93 4.79 3. 49 4.42 4. 42 
teksten i ticcctcsua .31 - 32 .21 - 23 - 2 
Soybeans. __....-- Ue nasi 5 2.16 2.02 1.35 2. 23 2. 36 
POAnUte. ....ncncasu eee i ceuiinscieatih niche Re tiall -10 -10 
Cottonseed -_._..- WWlbbepcses cue VG T..232 55. 28. 29 55. 33 59. 54 


This would require that up to 17 or 18 million acres, diverted from 
wheat chiefly to feed grains after 1953, be idled. Otherwise, the land 
would be planted to wheat. In addition about 8 million harvested 
acres (of average quality of the land producing wheat in the late 
1950’s), the recent average acreage producing wheat for stocks, would 
also need to be retired. This would leave 50 million acres of the 75 
to 80 million acre wheat base of 1953 available to be planted to wheat. 

The larger acreage to be retired is now mostly in feed grains. It 
might reasonably be distributed among regions and farms according 
to wheat planted for 1953 harvest (the last preallotment harvest), or 
from a similar preallotment base. Acreages to be retired, based on 
1953 wheat planted by States, are in appendix B, table D, column 2. 
Seventy-two percent of this land would be in the Northern and 
Southern Plains States where wheat production is concentrated. 

Eight million acres currently producing wheat for stocks are 
located chiefly in the Southern and Central Great Plains and the 
Western corn belt, which makes up the Hard Red Winter wheat belt. 
Most recent stock additions have been of that class of wheat. There 
is some logic but little practical appeal in concentrating land retire- 
ment in the Hard Red Winter wheat area, rather than distributing it 
over all wheat growing ions. Further, concentrating land-use 
changes in the Plains would tend to be compatible with widely ac- 
cepted, but not unanimous, public views on the longrun future of 
cultivation in the Plains. 

Farm program history, however, points away from a refinement 
such as retiring acreages (or allotting them) by classes of wheat. The 
Great Plains would be seriously affected by the concentration of idled 
land shown in appendix B, table D. ith 23 percent of North 
Dakota cropland idled, for example, many counties with large wheat 
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acreages would have more than one-third of all cropland idle. The 
8 million acres (about 160 million bushels) to be retired, were dis- 
tributed among States according to shares of production in 1950-59, 
weighted by average yields. 

Cotton—The land use problem for cotton is similar to that for 
wheat. ‘Twenty-four million acres were harvested in 1953. But it is 
estimated that only 20 million acres would be harvested in the 1960's 
at prices assumed here, and without acreage allotments. Only 5 
million acres of 8 or 9 million diverted from cotton since 1953 
need be retired in a program supplementary to the conservation re- 
serve, therefore, to assure a harvest geared to demand at 1959 prices. 
This diversion, based on 1950-59 production and yield history, falls 
heavily on the Southern Plains and the Southeast. 

Since the trend in cotton production is westward, table D may show 
acreages which would be retired in the Southeast to be larger than the 
increase which could be expected in cotton acreage if allotments were 
ended with prices as in table 9. Similarly, acreages to be retired in 
the West might need to be larger than shown, if cotton production is 
to be held between 14 and 15 million bales (acres) in the 1960’s. 

Total land retirement by States and the percentages retired of all 
cropland used for crops in this program, including the 1956-60 con- 
servation reserve, the two wheat area diversions, and the cotton area 
diversion described below are in appendix B, table D. 

Major implications of a land retirement program to maintain 1959- 
60 prices.—Acreage in the conservation reserve or soil bank would be 
increased from 28.7 million acres in 1960 to 59.4 in 1965. The burden 
of land-use adjustment would fall heavily on the Northern Plains, 
with 18 percent, and the Southern Plains with 26 percent of cropland 
idled. It would scarcely touch the corn belt, except for wheat- 
growing areas there. Feed grain production would be cut by retiring 
land diverted to feed grains after 1953 in the Plains and the Cotton 
Belt. This pattern of land retirement would be the result of trying 
to maintain wheat and cotton prices near present levels by land retire- 
ment alone. 

Failure to concentrate contracted acreages even more heavily in 
the Hard Red Winter wheat belt would leave open the possibility that 
the composition of wheat. production would be unchanged from the 
late 1950’s, and that hard winter wheats would continue to be in ex- 
cess supply. Requiring (or attracting) proportional participation 
of wheat producers in Soft Red and White regions would raise the 
possibility of temporary shortages of those classes. However, higher 
market prices for those classes might speed the shift from hard to 
soft wheats in some areas. 

The 13 million ton decrease in feed grain output from 1960 would 
come from idling about 9 million acres largely in the Plains which 
were turned to sorghum grain and barley after 1953, 6 million acres 
in the Plains and Northwest which were planted to barley after 1953, 
some contracting of wheatland diverted to rye, flax, and oats after 
1953, and from idling 5 million acres diverted from cotton partly to 
grein in 1954. A small decline in soybean acreage would also be ex- 
pected. 

Farm product prices to be expected with such a land retirement 
program are shown in table 9, column 4, and cash receipts from 
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marketings and net farm income estimates under the conditions de- 
scribed, are shown in table 10. 


TABLE 10,.—Cash receipts, production expenses and net farm income under 2 land 
retirement programs 


59 million 48 million 
acre program | acre program 
to maintain | to hold prices 











1959-60 except wheat 
prices slightly above 
(millions) 1959-60 
(millions) 
wi ds eu snsustittilinel silica Silene dedi 
Cor Ne So Se oon kaa cn deanna s xORa Reena otaied $34, 154 $35, 275 
CPUS PR ciiaie Wis ate es cwtsiutcnteccs suis cen stancsisuescns 1, 700 2, 100 
Pes SSN OE a inshaiiticlieesten simeeisiniaiatiaia ai iealia dials 1, 250 1, 325 
ORNGE WHR ida canin dk bee cheb sciemcdoe ts eeneedeleaseo wasn 2, 012 2, 012 
GO BRON a oSccabina sieca sk etenctcd doa shan lalate Paicitinaictaindtdhdenls 11, 115 40, 712 
Expense: re 

POG cri divas ncn iccading is isistipaatietkheniinttege daa ote il 4, 586 4, 758 
TR oe ae Bea ai ca oad nien ease eietedaieiieceieninimmiaiaiaaies aan 2, 386 2, 480 
TAGE. ech sittin dncdieb staves eae é csaniedneek 2, 929 2, 929 
a I ae ee 2, 600 2, 600 
BP OGM « SeGaldahideed.ccccldudcssdesesnndsceed Fei dectenatbibunxs 15, 200 15, 200 
FOE. np-aieuncildukaianaiunseaanneisaaianietanienmnenteeidoeaa 27, 701 27, 967 
Net income of farm operators from farming...............--------- ll, 415 12, 745 


Treasury cost.—Cost estimates are based on experience with the con- 
servation reserve and on research studies showing that payments per 
acre to make land retirement attractive may need to be, on the average, 
about 60 percent of expected gross income.® These costs would be ap- 
plicable whether producers were compensated out of public funds or by 
payment “in kind” from commodity stocks. The cost for the programs 
discussed can be estimated under four headings. 

1. Estimated acreages and costs of continuing the 1960 conserva- 
tion reserve under existing contracts: 


Contracted Rental 

Calendar year reserve acre-| obligation 
age (million) (million 
dollars) 


339. 5 
: . 301.0 
1965. .... pecdcacncemndnasecsckndas sce en ~chbhicdabdaton shcubbckebanndeeheaem . 156.2 





If there were, as expected, a substantial return of contracted acreage 
to cultivation as present contracts expire, the declining cost shown 
would not materialize. New acreages would have to be contracted to 
replace expirations if production were to be held down, and costs 
would continue at near $300 million a year. 

2. Cost of retirement of 17.5 average quality acres in wheat regions 
would be based on prospective returns from continued feed-grain pro- 
duction or on expected returns from wheat. About 13 to 15 million 
tons of grain production would have to be forestalled in either case. 
At $36 per ton for grain ($1 corn), average rental would be about $22 
per ton or, $19 per acre; about $330 million a year would retire the 
acreage on a short-time basis. If cost were based on the prospect of 


® Iowa State University Economic Information 157 (revised), 1960. 
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producing wheat at $1.80 per bushel, it would be nearly twice as high. 

3. For 8 million (average) acres now in wheat, the cost of land re- 
tirement would be about $220 million a year. 

4. An average rental rate of about $80 per acre would be required 
to avoid production of 5 million acres (or bales) of cotton in 1965, 
with cotton at $0.28 per pound ($140 per bale). The cotton program 
would thus cost $400 million per year. 

Total cost for annual rental payments, to idle 59.4 million acres of 
average quality in stated areas plus continuing the 1960 conservation 
reserve would be: 





Millions 

IOS IOISINOIIE <i nissan tnt a acs Sis ie palin canbesaicaun cipal $300 
ParTnEe NNO «URNS OURO i a spies sven vtech insert vinings pe NAAN al 330 
OE Wa in eset gress wt psiens trenton ste es Dig 220 
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Cost might be lower if whole farms were contracted and higher if 
part farms were required. If 60 percent of gross value of output 
were not attractive enough to contract the necessary acreage in stated 
regions voluntarily, rates and costs would have to be increased. 

Administration and assistance in establishing permanent cover on 
retired acres would be additional costs. Also, small programs to pre- 
vent expansion of rice, tobacco, and fr acreage would be neces- 
sary. Total cost might exceed $1.5 billion a year. 

Costs in relation to past program costs.—Presumably no net acquisi- 
tions of farm commodities would take place in this program. Recently 
acquisition costs have ranged from $2.2 to $3.3 billion a year when 
prices were somewhat above those assumed here. Storage, handling, 
transportation, and interest have ranged from $800 to $1,400 million 
per year recently. 

Ultimately, most of those costs would be avoided by a land retire- 
ment program continued long enough to end acquisitions of stocks. 
At least on the basis of budget costs, land retirement appears to be a 
superior alternative to present programs. But its costs would be ex- 
pected to increase over a period of years. 

Consumer costs—Food prices would not rise as a result of such a 
program, since farm prices would not be increased. 


A PROGRAM FOR SLIGHTLY HIGHER AVERAGE PRICES—ALLOWING LOWER 
WHEAT PRICES 


Maintenance of wheat and cotton prices dictated the land retirement 
pattern just discussed. Now a program is outlined with a regional 
economic impact roughly the same as the distribution of production 
of feed grains, wheat, and cotton. The objective would be to maintain 
the corn price slightly above the 1959 level, with other grains at com- 
parable price levels. Cotton would be near present prices. Rice and 
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peanut prices could be held near 1959-60 levels by modest land re- 
tirement. It is assumed that the conservation reserve ended and that 
most of that acreage returned to cultivation. 

Critical questions on which one can only speculate now and experi- 
ment later are: (@) Would producers cultivate as much land, especi- 
ally in wheat areas, as with higher wheat prices? (b) Would other 
resource use be reduced significantly when producers faced the pros- 
pect of selling wheat at feed prices? If the answer to the first ques- 
tion were affirmative, land abandonment would supplement land 
retirement in reducing farm output. If the second answer were 
“Yes,” yield projections for wheat might be lower than were projec- 
tions with a higher price. 

Since average prices would be up slightly, it is expected that little 
land would be abandoned. Second, it is assumed that the wheat yield 

er acre would be only 23 bushels, not 25 as with wheat at $1.80 per 
bushel and a smaller acreage. For crops like corn, higher yields per 
acre might be expected, with higher prices and smaller acreages. 
However, yield assumptions were not raised. Land retired is again 
assumed to be of average quality. 

Acreages and ghoducthad—Teek grains, wheat, and cotton cover 75 
percent of all land used for crops excluding hay. These acreages 
would be cut back proportionally. However, with acreage allot- 
ments ended, there might be a change from 1959-60 in composition of 
farm output, especially an increase in wheat production. 

In this situation, all grain could be treated about as a single com- 
modity subject to the restriction that wheat production would need to 
be at least 1.1 billion bushels or 33 million tons (domestic consumption 
and export; app. B, table A). With that condition met, it would 
matter little whether wheat replaced feed grains in the Plains or not, 
since whatever the grain, it would sell on the feed-grain market. 

The grain supply which would maintain the corn price near $1.25 
per bushel, wheat near $1.35, and average farm prices up a little from 
1960 would be: 
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Grain production from a projected 209 million acre harvest, if there 
were no acreage limits, might be near 217 million tons, including 50 
million tons of wheat (table 11). If 20 percent of average quality 
land were retired as assumed, the remaining acreage woul provide 
wheat for food and export, and 140 million tons of grain, including 9 
million tons of wheat, for feed. Total acreages and production of 
major crops are shown in table 11. Only grain, and ultimately, live- 
stock 7 would differ materially from what was indicated in the 
previous discussion. 
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TABLE 11.—Harvested acreage and production: Projections for 1965, with 
comparisons 


Estimated With 48 million acre land retire- 
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1 Prices near 1960 levels. 
2 Average quality land. 


Smaller total output and a different composition of output of 
grains are major differences between the two programs. Another is 
that land retired, located heavily in the plains and Southwest in the 
first program, would fall heavily in the Midwest in the second (app. 
B, table E). One-third of all land idled would be in 8 Corn Belt 
States compared with 17 percent earlier; 40 percent would be in the 
northern and southern plains compared with 60 percent in the other 
program. 

Two factors account for the larger harvested acreage, yet lower pro- 
duction projected in this program than in the other program. In the 
first program, half the total idled acreage was from the 1960 conserva- 
tion reserve program, which included land of below average quality. 
Output reduction from that program was small—crop production was 
cut less than 3 percent in 1959 even though 7 percent of all cropland 
was idled. Also, the 30 million additional acres to be idled in the first 
program described were “average quality” land in wheat and cotton 
areas, where grain production per acre is far below 1 ton. Land 
retired in the second program is estimated to yield near 1 ton per acre. 

Program cost.—Cotton production would be at the same level as in 
the other program, and land retirement in cotton regions would be 
at the same cost. Grain output would be reduced by about 27 million 
tons from 1959, and 12 million tons below the other program. 

Rental payments each year should be expected to cost about $1.2 
billion for grain land onl $400 million for cotton acreage, or a total 
of $1,600 million for contract payments alone. Administrative and 
practice payments would be additional. Cost would vary somewhat 
depending on whether 48 million average quality acres were idled as 
assumed, or whether, for example, twice that acreage of much lower 
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quality land were contracted. Total costs near $2 billion a year 
might be expected for many years. These would be in lieu of higher 
present expenditures in loan and purchase programs. 

In a longer run context, costs to maintain reduced acreages in either 
situation would rise or decline over time depending on the trend in 
yields per acre. Yield gains as large as recorded in the late 1950’s 
may require larger acreages to be retired after 1965 than before, to 
maintain farm prices. 

If such a situation is expected, serious consideration might be given 
at the start to long-term purchase of certain crop production rights 
on contracted lend, by a lump-sum payment at the beginning of the 
contract period. 

Payment in kind —This second program would reduce grain pro- 
duction 45 million tons from expected production with full utilization 
of resources at 1960 prices. Producers might be compensated partly 
with grain from CCC stocks—say 10 million tons a year plus cash 
payments. But this would simply push the feed grain supply above 
140 million tons, and make it necessary to idle 10 million more acres to 
hold prices at levels indicated in table 9. 


PRICES AND INCOMES 


Aggregate price and income levels under either program would be 
near 1959-60 levels. In the first program, the distribution of income 
among regions would also be similar to the present, since prices would 
be unchanged, and producers with idle land would be compensated. 

In the second program, gross income from wheat would be $400 
million less than in the former and net income would be down substan- 
tially. Producers retiring wheat land would be compensated at re- 
duced rates because of the lower wheat price. Hence, in the second 
program, specialized wheat areas would receive a smaller share of 
total farm income than in the former. 


ADMINISTRATIVE ARRANGEMENTS 


If land retirement as a production control and price support device 
is to be useful, yet is to be voluntary, the program must bid against 
alternative uses of land, for genuine commercial farmers as well as 
for those wanting to retire or work in town. 

Under either situation described here, or any combination between 
those extremes, land can be contracted only by making nonuse attrac- 
tive. Retired acreages as large and as concentrated as considered 
here would require that more than one-fourth of all farms in many 
areas be completely retired, or that 10 to 25 percent of the cultivated 
land on every farm in many areas be retired. 

The first program, whatever the price level intended, would con- 
centrate retired land partly in the plains and in the subhumid Midwest. 
In either area, grass is the only feasible permanent cover. Yet graz- 
ing land can be cultivated at small cost, and so long as prices are main- 
tained, even at levels somewhat below prices assumed here, this land 
would return to cultivation in the absence of a continued land retire- 
ment program. 

Given an expectation of continued demands for price support and 
sharply rising yields per acre of crops, the most suitable long-run land 
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retirement approach appears to be the contract of whole or part-farms 
for nonuse for a brief period, but to require that the acreage so con- 
tracted be prohibited from certain uses indefinitely. 

Compliance and inspection.—In computing acreages to be idled, it 
was assumed that land contracted would be of average quality. The 
acreage estimates of tables D and E are meaningful only with that 
qualification, and for the stated regional patterns. This requirement 
has not been used widely in any U.S. land retirement program. It 
probably would not be administratively feasible. 

In practice, then, the acreage idled in either situation would have to 
be much greater than shown to achieve the required production de- 
creases. Actual acreage idled would depend on the ratio of expected 
average yields on idled acreages to average yields. 


LAND RETIREMENT IN RETROSPECT 


Extensive retirement of cultivated agricultural land has had three 
trials in the United States. All were designed chiefly as tempora 
expedients to reduce farm output and raise farm prices. All fell 
short of expectations. We have not yet had our heart in it in the 
United States. 

In 1933, certain crop acreages were reduced, and for a time, virtually 
no harvesting from contracted acreage was permitted. In 1936 and 
1937, payments were offered for reduction in soil-depleting acreages, 
and for increases in soil-conserving crops. There were no restrictions 
on harvesting. 

The acreage reserve of the soi] bank (1956-58) was to reduce output 
temporarily while wheat, cotton, and corn stocks were reduced. Lower 
prices and longer term land retirement were to restrain farm output 
when acreage reserve land was returned to cultivation. Grain stocks 
were near record levels when the acreage reserve was ended. The task 
of reducing farm output then fell to the conservation reserve, first 
directed at lands most needing conservation measures, not at produc- 
tion control. 

SUMMARY 


To hold farm prices at 1959-60 levels by land retirement alone 
would require concentration of idle land in wheat and cotton regions. 
Farm incomes there and elsewhere could be maintained, but the com- 
munity impact would be severe. 

Any other land retirement plan not supplemented by acreage limita- 
tions would fail to hold wheat production low enough to maintain the 
present wheat-corn price differential. Thus, land retirement spread 
proportionally on all land in major crops would have a more serious 
impact in Cornbelt communities than the first example, and less 
serious in the plains. But income in the plains and other wheat 
regions would be a little less favorable, because of lower wheat prices. 

Kither program could cost near $2 billion a year with annual costs 
increasing over time under some administrative arrangements. Each 
should be less costly than present acquisition and storage programs. 








PART III 


IMPROVED PRODUCTION CONTROL FOR BASIC COM- 
MODITIES—VOLUNTARY LAND RETIREMENT OF FEED 
GRAIN ACREAGES 


(Dale E . Hathaway, Michigan State University) 


The program discussed in this section assumes that the first step in 
improving our agricultural policy requires an ending of the continued 
accumulation of CCC stocks of wheat, rice, cotton, tobacco, peanuts, 
and feed grains. In order to achieve this, it is assumed that the output 
of five basic commodities—cotton, wheat, rice, peanuts, and tobacco— 
would be subject to production or marketing controls which would 
effectively bring output in line with expected annual disappearance. 

The difficulties of applying similar controls to the feed-livestock 
economy are recognized; and, therefore, three different situations are 
discussed in conjunction with the aforementioned controls for the 
basic commodities. They are: (1) No production controls or direct 
price supports beyond those for basic commodities; (2) a voluntary 
land retirement program for feed grains sufficient to reduce feed grain 
output about 10 percent from 1960 levels (to about 150 million tons) ; 
and (3) a voluntary land retirement program for feed grains suffi- 
cient to reduce feed grain output about 15 percent below 1960 levels, 
or to about 140 million tons. 

All of the situations discussed in this section start with the same 
basic assumptions regarding the programs which would be maintained 
in conjunction with the price support programs. 

First, it is assumed that the current level of price supports will be 
maintained for the five controlled crops and thus that the export sub- 
sidy and Public Law 480 programs would be required at about the 

resent levels for wheat, cotton, rice, peanuts, and tobacco. Also, it 
is assumed that a Public Law 480 program would be continued at 
about present levels for soybean oil and cottonseed oil. 

Second, it is assumed that a conservation reserve of 30 million acres 
would be continued, with the acreage in the program distributed about 
as at present. 

Third, it is assumed that the present stocks of commodities held b 
CCC would be isolated from commercial markets so that any stoc 
reduction would come via programs beyond the export programs 
mentioned above. 

Finally, it is assumed that while CCC might offer price stabilizing 
loans, the program would be operated so that there would be no 
increase in stocks held by CCC. 
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ASSUMPTIONS REGARDING DOMESTIC CONSUMPTION AND EXPORTS OF 
CONTROLLED PRODUCTS 


The amount of wheat, cotton, rice, tobacco, and peanuts that would 
be needed in 1965 under such a program rests partially upon the as- 
sumptions relating to the level of domestic consumption and of exports 
of these products. Therefore, it seems pertinent to briefly review 
these assumptions. It was assumed that the per capita consumption of 
wheat in 1965 would remain at approximately 1959 levels, which would 
mean an ending of the long downtrend in per capita consumption of 
wheat in the United States. Under such conditions, approximately 
538 million bushels of wheat would be required for domestic food in 
the United States by 1965. In addition, another 50 million bushels of 
wheat would probably be needed for seed. Also, it was assumed that 
some wheat would be fed on farm where it was raised and used in 
mixed feed, and that these uses would continue at about the present 
low levels since the price of wheat would be maintained high relative 
to its feed value and to the price of other feed grains. The export 
level for wheat was assumed to be about 450 million bushels, which 
probably would require the continuation of Public Law 480 programs 
at about the level of recent years. Altogether, the assumption is that 
about 1.1 billion bushels of wheat would be needed in order to meet 
these expected domestic and export demands. However, in order to 
dispose of this much wheat annually, special export programs and 
export subsidies would still be required for all of the wheat exported 
from the United States. 

The 1965 per capita consumption of cotton was projected at 24 
pounds per person. This also is about the 1959 consumption level 
and represents an end to the recent downtrend in domestic cotton con- 
sumption. Taking into account the projected population growth, this 
means that slightly more than 9 million bales of cotton would be con- 
sumed in the domestic market. In addition, it was projected that 
net exports of cotton would amount to 5 million bales annually. Since 
this figure exceeds expected commercial exports, it is assumed that 
some kind of subsidized export program and/or a Public Law 480 
program would be continued in order to maintain this level of net 
exports for cotton. 

he per capita consumption of rice was also projected at about the 
1959 level. This, taking into account the projected population 
growth, would mean that the total domestic consumption of rice 
would approximate 30 million hundredweight in 1965. The export 
of rice was projected at 20 million hundredweight, which is approxi- 
mately at the average level of recent years and would require the 
continuation of the special programs that have been necessary in 
order to achieve these exports. 

In general, the assumptions relating to domestic consumption of the 
price-supported products tend to be on the optimistic side. For most 
of these products, domestic per capita consumption is projected at 
about 1959 levels, whereas there has been a moderate downtrend 
in the consumption of several of these products over the past dec- 
ade. Turning to exports, in general it has been assumed that the 
exports will continue at the high levels that have been achieved under 
special programs in recent years. This, of course, assumes that some 
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kind of special export programs for wheat, cotton, rice, tobacco, and 
peanuts will be maintained. - 

It was assumed that the stocks now held by CCC would either move 
out under special export programs in excess of the export levels men- 
tioned above, or that the stocks would be used to provide a special 
defense stockpile of food. Looking ahead, it seems improbable to 
assume that we will achieve farm income levels high enough so that 
it will be feasible to return the stocks now held by CCC to the com- 
mercial market in the near future. Therefore, the price and income 
estimates for this program were made assuming that these stocks 
would be isolated from the present markets but that no further stocks 
would be accumulated. 


THE IMPACT OF A PRICE-SUPPORT AND PRODUCTION-CONTROL PROGRAM 
LIMITED TO FIVE BASIC CROPS 


In order to reduce the production of wheat, cotton, rice, tobacco, and 
peanuts to the levels which would bring their output in line with an- 
nual disappearance, it is assumed that some kind of quantity produc- 
tion controls would be placed upon these commodities. These would 
consist of bushel quotas for the grains and poundage quotas for the 
other controlled crops. These quotas are assumed to be allocated to 
States, counties, and farms in approximately the same manner as are 
the present marketing quotas for these crops; i.e., using historical 
acreage as a base. The differents, however, would be that the farmer 
would be allocated a maximum sales quota rather than an acreage 
allotment. 

The allocation of sales quotas on the basis of historical acreage 
allotments would create some problems, particularly in wheat. The 
present stocks of surplus wheat are not distributed equally among 
classes of wheat since most of the current excess production is of 
Hard Red Winter wheat. Also, the 15-acre exemption has allowed 
wheat producers in the humid regions to maintain output of certain 
types of wheat by planting in excess of their acreage allotments. The 
application of across-the-board cuts from acreage allotments thus will 
create many problems of equity between regions. Any decision as 
to how to apply quantity quotas ultimately must be a political deci- 
sion. Since the way in which the reductions are achieved would have 
relatively little effect upon total U.S. agricultural income and prices, 
a flat percentage reduction from present acreage planted was 
assumed. 

Under a program which applied quantity controls to wheat, cotton, 
rice, tobacco, and peanuts, farmers probably would reduce the acreage 
planted to those controlled commodities to levels which would ap- 
proximately produce the output to fill their marketing quota. A 
storage program would be required for controlled commodities to 
allow farmers to store excess production arising from unexpected 
variations in yield. Excess production in one year could then be 
counted against their crop production quotas in a future year. Thus, 
over 2 or more years production and disappearance would be approxi- 
mately in balance, and there would undoubtedly be a reduction in 
the average acreage planted to the controlled and price-supported 
commodities. 
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In the first situation, it is assumed that the price supports for all 
other commodities would be ended and that crop acreage could be used 
as farm producers saw fit. The rationale for such a p m runs as 
follows: the commodities having quantity controls—wheat, cotton, 
rice, peanuts, and tobacco—are commodities for which the domestic 
demand for human consumption is highly inelastic and which depend 
partially upon export moietonte: Excessive production of these com- 
modities drives prices very low in the absence of price-support pro- 
grams. However, price-support programs without quantity quotas 
have allowed continued stock buildups by CCC despite extensive for- 
eign disposal programs. 

Therefore, in order to reduce excessive program costs and prevent 
stock accumulations, quantity quotas would be used to bring the 
annual production of wheat, cotton, rice, and peanuts in line 
with the expected annual disappearance. The rest of the farm pro- 
duction plant presumably would then be used to produce commodities 
which are largely consumed in the United States and for which the 
elasticity of demand in the domestic market is somewhat higher. 

Under such a program, most of the land taken from the controlled 
crops would be diverted to the production of feed grains and soy- 
beans. This is because the anticipated reduction in acreage under 
such a program would be largely acreage that is now planted to wheat. 
Over the area where most of the wheat is grown, the best alternative 
for wheat is either feed grains or soybeans. 

With a program where production controls and price supports were 
applied only to the basic crops, it is anticipated that the land-use 
patterns would be approximately those shown in table 12. It can be 
seen in table 12 that the diversion of land from wheat is assumed to 
go primarily to the production of feed grains. The diversion of 
wheatland in the Corn Belt was assumed to be about equally divided 
between additional acreage in corn and in soybeans. The acreage 
diverted from the production of rice, cotton, and peanuts was assumed 
to be diverted to the production of feed grains and to minor specialty 
crops. It was also assumed that some of this land might be retired 
from agricultural production. 
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TABLE 12.—Acreage planted and harvested: Projected acreage in 1965 with 
price supports and controls on only the 5 basic crops compared with 1959 
and 1960 


{In million acres] 


Actual Projected 1965 


Crops 1959 1960 
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1 Acreage harvested. 


The continuation of a 30-million-acre soil bank is assumed through- 
out the life of such a program. Therefore, the total harvested crop 
acreage would be expected to be slightly below that of 1960 and the 
total acreage planted to crops plus soil bank would remain at approxi- 
mately the 1960 acreage actually used for these purposes. 

The estimated crop yields and production under such a program 
are shown in tables 13 and 14. The production of wheat would be 
reduced to about 1.1 million bushels in order to bring output in line 
with expected disappearance. The production of rice would be re- 
duced to approximately 50 million hundredweight. It is estimated 
that the annual production of cotton would be required to be reduced 
to about 14.4 nails bales, slightly below the 1960 crop output. The 
production of peanuts would be reduced to slight] low the 1960 
crop output level also, while that of tobacco would be expected to be 
some 10 percent «i than the output in 1960, even though the 
acreage used probably would be about the same. 
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TABLE 13.—Projected yields per harvested acre, 1965 compared with actual 
yields in 1959 and 1960 
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1 Based on Nov. 1, 1960, crop report. . : 
2 Projected on the basis of the type of program being discussed in this section. 


TABLE 14.—Projected crop production in 1965 compared with 1959 and 1960 


{In millions] 
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1 Based on Nov. 1, 1960, crop report. 


The major changes in crop production that would be anticipated 
under such a program would arise in feed grain production. Corn 
production probably would exceed the record 1960 level and amount to 
4.4 billion bushels. Oats production could be expected to be slightly 
below 1959 and 1960 levels. Barley production might be expected to 
increase from the levels of the past 2 crop years. A continuation of 
the high level of grain sorghum output also would be expected. Asa 
result, feed grain production might total 168 million tons, compared 
with the record high of 168.7 million tons in 1960. 

Such an output level for feed grains seems likely even in the 
absence of price supports for feed grains. The projected yields of feed 
oo for 1965 have been rag or exceeded in the past 2 years. 

oreover, the projected yields for feed grains in this situation are 
lower than those projected with programs that would maintain feed 
— Also, the abandonment projected in this situation for 1965 is 

igher than at present, so that harvested acreage of feed grains is 


above that of 1960 only modestly despite a significant increase in 
projected planted acreage. Thus, in light of recent experience the 
projected output may be conservative rather than excessive. 

Farm prices and income under such a program.—Estimated farm 
prices and incomes under such a program are shown as in tables 15 





ECONOMIC POLICIES FOR AGRICULTURE IN THE 1960'S 39 


and 16, together with estimated free prices using the same statistical 
model and the same assumptions regarding Public Law 480 programs 
and nonfarm costs. 


TABLE 15.—Estimated farm prices of major farm commodities in 1965 under 
different situations 


No price Price 
support or | supports and 
control pro- | control for 
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TEER. cia ctivvanabendieamienbins sal desciinsiinnis tii tacit atinaieaial iid hundred weight__ 3. 49 14.42 
Pees. S.A see Oman) Le 1.10 
isch ci ET hich etcetera einai a e hun weight 17.08 16,77 
COVE ertie o eee ae eeenthrcncetdsta name asda do... 18. 39 18.06 
Miihe, sr nokeeniterisss aco ei inset 55h ccs esncdssdguss~ obi cesss do.... 3. 67 3.70 
TI iconsccencictinasatithnts-tetdatnieemenneanicdnereradininiastendiediadsaaennibie Minis do.... 10. 95 10. 23 
Garber) Wael lara. oe. Be Se ae Sa eT. cee do_... 16. 78 16. 44 
RIG, ce dir bce vit ndetteotd<ethetededdebaabveiidi pounds__ 15 -14 
PET Oo Sonat best ocanubvendgesoniscakstetbenshehadisaienaeenasial do... .19 18 
RgBUl aii cea) Wn rake edie cs ~ ted bnctn sa depen apehee heed dozens__ . 26 25 
COR centeticg-n dsenecuntibcancirentthiontenditaesesammatiintinigadiian siemens ane bushels-.- <tr 71 
Cem ELIOT tS. SOE a eal os Si a do__.-. .41 38 
RR init catotiin sdb rien -tide te theater  ieieds GG.a-s . 62 57 
Gorge ose ea hilo dk Sauabientecgnhadeastasd hundredweight__- 1.21 1.12 
Cettempne a. acs, 5 fs sa. des isc ete sind Hib nncsdaddehlasbehntings auecimnddue tons_. 28. 29 40. 03 
GE a sec snngienstincssucmegencnacdlnaadssndiienadieaeaae bushels_. 1.35 1.70 


1 Assumed support prices. 


TaBLe 16.—EHstimated cash receipts, production expenses and net farm income 
in 1965 under different situations 











{In millions of dollars] 

No price sup-| Price sup- 
ports or con- |ports and con- 

trol programs} trols for 5 

basic crops 

Cash receipts: 
Wem Lasik. «ane < saheleten 94. <2. cegnns. Ls Sak <p acoutenpeeiiecsss= teas 1, 093 1, 768 
Fb it od pn nin sdpokceth=nyshibcpabadh<askeldisiaanth inertial 195 217 
mete cfc. Lo. SiO a ee ee ee 2g 2, 212 2, 244 
I anni icntoghlen deidtl co methemtih tania diigiiocntiden tin shen wee 1,149 1, 149 
PS EOS RS ADL RE TRS) EPSOM SPREE Ee AE OS PES Cees 7, 044 , 944 
FROG aiinctins singe sep idhmscradeetitdn— te) icmp adhaaadid te ppl 2, 504 2, 400 
SOIT SRO ctn dence catwttbatebadabcudhpsiidstoe<dietianbeenasiaaaan 4, 965 5, 035 
Sheep and lambs. ...........- 2.4455 Sb de 441 es 268 263 
I ta casa nate cilia ain ecenen nds win an tinl dameeliceca hais iaea iTea 1, 096 1,061 
PU EGO nauivdh Jin sctbod outside decesebbnds dda ddeatunhbbchin dived ebebads 317 308 
cing akin hori ctquyb rrp anindiiapes ected demepeandeeienieamel 1,420 1,357 
TI ona dnercinatasiecincrai>-sneoinwataepiaie peuiicbaid tiie taste timate nan 1, 002 934 
Other teed mreO@est 0-0 oh ie SL Dit ca se 381 492 
OR, dei cia, 3 ant, Cinta alvin cbc tiga bedelnsre hate eh an lah ea) 818 985 
Wrap dl ee. a Se ics 1, 596 1, 592 
Vegetables, potatoes beans, peas, ete..............-._-.-.----+-------.--- 2, 697 2, 691 
FEU GET nk bas conten eatehreeen nin ageeigdde tien saimemanaigaire 2, 100 2, 100 
ish distin db sdk eiubsd~iendibintihaneccackhiicdhabahinoh tind 30, 857 31, 590 
Giivertitierls paymetites iii. ls A 662 662 
Me EE FAC as aT ee 1,063 1,119 
Rental-veing of welling. .... «002s cide nsckeeedianen paptabcomtomaannane 2,012 2,012 
RT I ia ivcniomaitsa damnakpidactehanaigelirethkianiodiatentsbetiieedaaeiiatiay 34, 504 35, 383 
SSS Sees 
Expenses 

Weee i bo eldest Sk aah Bee Sac 4,403 4, 396 
BWC oo a — ngs ies < hie 445 G6465 540 66 p< cptlnodtyh caleba ~ eeratilens olees 2, 260. 2, 228 
BU cis crs cnuadtacinte 4otipntecntpumimanets ainecaiaaaiaia daa 2, 929 2, 929 
Property tax and interest iiss 5 st Jn de ne db os hs Sd 2, 600 2, 600 
I i 15, 200 15, 200 
NOIRE cdces bb ndithnahul ce cmcpeheiicaniael peneveectle biwwncduined 27, 392 27,353 


Net income of farm,operators from farming. ...2.~4i-1-.-s.si.-2-i.+++2.-- ©7, 202 | 8; 030 
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Prices received by farmers would average about 17 percent below 
the 1959 level, with livestock and livestock product prices down about 
one-fifth and crop prices down 11 percent. The average decline in 
crop prices would be less because the basic crops are supported and 
controlled. 

Cash receipts from farm marketings would be about 5 percent below 
1959 levels. This, plus the higher expenses projected for 1965, would 
result in net farm income of about one-fourth lower than in 1959. 
However, the program for basic crops would result in a net farm in- 
come about 11 percent higher than might be obtained if all support and 
control programs were dropped. 

The distribution of farm income under such a program would be 
different from the distribution of income that might be expected if all 
price supports and production controls were removed. The income 
of the producers of controlled crops would decline somewhat from 
1959 levels, because output would be the same or lower and prices 
would be no higher. However, the greatest relative decline would 
be in the income of feed grain and livestock producers. Probably 
the greatest income decline would be experienced by pork producers, 
with the producers of beef, poultry, and eggs experiencing somewhat 
lesser declines. The producers of soybeans, cash corn, and other cash 
feed grains also might expect sharply lower prices and incomes. 

The adoption of a program of tighter controls for wheat, cotton, 
rice, tobacco, and peanuts and the removal of all other price supports 
probably would increase the pressure for adjustment in agriculture 
rather than diminish it. The low prices and incomes expected to re- 
sult, especially for livestock producers, would probably retard invest- 
ment in agriculture. Such a reduction in prices would also impose 
large capital losses on the owners of livestock breeding herds, and 
upon the owners of farmland devoted to the production of feed grains 
and forage crops. Over time, it is probable that the lower prices and 
incomes would result in somewhat lower yields of unsupported crops 
using heavy inputs of commercial fertilizer. It also is likely that 
marginal land would be retired from the production of unsupported 
crops. It is unlikely that the rate of decline in yields or retirement 
of land would be rapid enough, however, to appreciably improve the 
income position of farm people in the short run. 

Given the expected rise in nonfarm incomes, together with the pro- 
jected lower farm incomes, the greatest pressure under such a program 
would be for farmers who could find ihecnatees employment to leave 
agriculture. This pressure would be especially great upon younger 
farmers and those with better educational background, whereas for 
older farmers and those who are less well educated, the off-farm oppor- 
tunities would be limited and they generally would remain in agri- 
culture despite their adverse income positions. 

Finally, such a program would not mean an end to Federal expendi- 
tures for price support programs. The present export subsidy pro- 
grams for wheat and cotton would have to be continued if the income 
of producers of these crops were to be maintained even close to re- 
cent levels. The projected Public Law 480 program would have to be 
maintained at about present levels and the present soil bank expendi- 
tures would be required. The major gains would be the reduction 
of losses on the feed grain price support program and the reduction 
of storage costs as inventory accumulation was ended. 
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Consumer prices and consumption patterns.—In general, the output 
—— achieved in the situation under discussion would appear to 
e highly desirable to consumers. It would alter agricultural produc- 
tion heavily toward increased output of livestock and livestock 
products, with relatively lower meat prices as one of its results. 
The situation under discussion would result in per capita consump- 
tion of red meat and poultry well above any previous level on record. 
Red meat consumption would exceed 1959 levels by one-fifth and 
record 1956 levels by 16 percent. Poultry consumption would exceed 
the record 1959 levels by 15 percent. The consumption of dairy prod- 
ucts and eggs would also be well above recent levels. 

Assuming that marketing margins for these products did not in- 
crease and offset the lower farm prices, retail food prices slightly lower 
than 1960 could be expected. However, since the farm price makes 
up only a — of the retail price, even the sharply lower livestock 
= would mean only moderately lower retail prices. The projected 

ecline in food prices would probably mean a modest but perceptible 
lowering of the retail price index assuming other prices constant. 

Since livestock products make up an important portion of the U.S. 
consumer food budget, such a program would provide a diet very 
heavy in livestock products at a lower price to consumers. 


MAINTAINING FARM INCOME LEVELS 


Although the income levels implied in the program just discussed 
are not likely to be appealing to most farmers, the illustration serves 
a useful purpose. It suggests that in order to maintain farm income 
at anything approaching recent levels, a program must do more than 
provide protection for the producers of wheat, cotton, rice, tobacco, 
and peanuts. The inherent dangers of overcapacity in our feed- 
livestock economy have not been adequately recognized in most dis- 
cussions of the farm problem, and to date the accumulation of feed 
grain stocks has prevented a major prolonged deterioration of prices 
and incomes in the livestock sector of the farm economy. Potentially, 
however, this danger must be faced and dealt with unless we are 
willing to continue to accumulate stocks of feed grains for which there 
are no observable outlets that will not increase domestic livestock 
output. 

Taseelens assuming that there is general agreement that feed grain 
stocks cannot be accumulated indefinitely, attention must be given to 
other methods of maintaining the price and income levels in the feed- 
livestock sector of the farm economy. Se the aay sr pe of 
using foreign disposal programs as an outlet excessive grain 

rodestionamaene Tama Therefore, the problem must be solved 
argely within the context of the U.S. economy. 
ithout resorting to attempting production controls on livestock, 
there would appear to be two ways to maintain the income of live- 
stock producers in the face of the potential feed-grain livestock out- 
put in the years ahead. These are (a) a direct income compensation 
‘program, and () a program which achieves a reduction in the output 
of feed grains. 


aye 
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DIRECT INCOME SUPPLEMENTS FOR LIVESTOCK 


There are a variety of ways in which a direct income supplement 
to livestock producers could be operated. One would be merely to 
announce a price level for each livestock product and then to supple- 
ment each livestock producer’s income by the difference between the 
average market price and the desired price. Such a program might 
encourage even higher production of feed grains and livestock than 
the already excessive supplies which are anticipated. However, this 
problem might be handled by limiting the payments to a specified 
ee of livestock so that further expansion would be limited by 
the profitability of production at the unsupplemented market price. 
Brandow discusses a program to achieve such a result in the part V of 
this report. 

If the target price for livestock were set at $14 per hundredweight 
for hogs and $20 per hundredweight for beef cattle, the payments re- 
quired would probably amount to $1 billion for cattle and calves and 
about as much for hogs. As much as $1 billion more might be re- 
quired to maintain comparable price levels on the other livestock 

roducts. It should be recognized, however, that payments on this 

asis would result in a higher net income than in 1959 for livestock 
producers, since they would be receiving about the same prices as in 
1959 on a greater volume of production. Therefore, about $2 billion 
in direct income supplements, distributed to feed grain and livestock 
producers upon-some portion of their total output would probably 
maintain net farm income for this group at about 1959 levels. 

It should be noted that the maintenance of farm income through a 
combination of quantity controls on basic crops and direct payments 
for livestock products would result in sigitifiokntly lower Treasury 
costs than are estimated by Brandow for a program using direct pay- 
ments for all commodities. Moreover, a given expenditure for such 
programs, say $2 billion, would more nearly maintain farm income 
levels in a combination program than if payments alone were used. 

Finally, it should be recognized that merely adding some kind of 
cross-compliance to a quantity control program would not provide a 
solution to the farm mcome problem. Such a requirement would 
prevent further diversion of wheat and cotton acreage to the produc- 
tion of feed grains, but it would not be sufficient to maintain farm in- 
come at anywhere near 1959 levels. The effect would be to increase net 
farm income no more than 5 percent above the level expected in the 
absence of such a requirement, but prices and incomes would be well 
below 1959 levels. 

REDUCING FEED GRAIN OUTPUT 


Another method of maintaining farm income in the absence of 
CCC accumulation. of feed-grain stocks, is to induce lower feed grain 
output. This might be accomplished either by a voluntary program 
restricting resource inputs or by. marketing controls of the type 
discussed by Halvorson. 

Voluntary reduction of feed grain acreage could be achieved by 
either general land retirement of the type discussed by Schnittker in 
part IT or by land retirement directed specifically at feed grain acre- 
age. General land retirement has many facets, as discussed earlier, 
but for the purposes of this discussion, only a few need restating. 
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First, general land retirement will require that a good deal of margi- 
nal land and land not used to produce feed grains will be removed 
before any appreciable reduction in feed grain acreage and production 
are achieved. However, the retirement of much marginal land might 
be economically desirable in many areas. 

Second, general land retirement, especially of whole farms, often 
induces the retirement of other agricultural resources with it. Many 
older farmers have used the soil bank program as an opportunity to 
cease active farming, thus reducing the agricultural labor force and 
idling some capital equipment. Thus, the substitution of other inputs 
for land is less likely. 

Third, the general land retirement is relatively easy to administer, 
especially where entire farms are involved. 

A program dealing specifically with the income problems of the 
feed-livestock econcimy is not simple to devise. The outlet for feed 

rains other than for use as feed for domestic livestock is limited. 
Since much of the feed is used on farms where it is produced, the 
problems of enforcing an effective production control program are 
great. Moreover, a price support program which diverts feed grains 
to CCC and improves the market prices of feed and livestock, reduces 
the incentive for compliance, as was illustrated by the corn acreage 
allotment program a few years ago. 

Thus, the problem becomes one of inducing feed grain producers to 
reduce output voluntarily by some method which will reward those 
who cooperate more than those who fail to cooperate. A price-support 
program of the type presently operated will not do this. 

One possible way of inducing a reduction in feed grain output 
would be to offer adjustment payments to farmers who voluntarily 
reduced feed grain acreage by some predetermined percentage or 
more. Such a program would require the following features: 

(a) Each farm would be allotted a base acreage of feed grains 
based upon recent production history. This base would not be 
merely in terms of total acreage, since an acre of corn usually 
produces more feed than does an acre of other feed grains. 

(6) Farmers who voluntarily reduce the acreage planted to 
feed grains by some predetermined percentage of their feed grain 
base or more, would receive adjustment payments to compensate 
them for their adjustment. This would be paid to all compliers 
whether they sold or fed the feed grains on their farms. 

(c) Farmers who chose not to comply with the volunta 
acreage reductions could raise all of the feed grains and livestoc 
they chose. However, since they were not participating in the 
needed adjustment program, they would receive no price supports 
or adjustment payments. 

Such a program would have several advantages over price support 
and land retirement programs of recent years. First, no price sup- 
ports, storage costs, or export subsidies would be requi for feed 
grains. Second, it would recognize that merely retiring land from 
one crop is not equivalent to the same amount of land retired from 
another crop. 

To illustrate this latter point, in 1959, the ave acre of corn 
grown in the United States oe 1.44 tons of feed grain, whereas 
the average acre of oats and barley produced about two-thirds of a 
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ton and the average acre of grain sorghum about 1 ton. Thus, a pro- 
gram which induces a farmer to reduce oats acreage without affecting 
corn acreage has much less effect on reducing total feed grain produc- 
tion. 

Third, the program would allow farmers to participate or not as 
they saw fit. More important, it would allow participating farmers 
to adjust their individual crop rotations to meet their individual needs 
without imposing internal restrictions upon their managerial choices. 

The program has some obvious problems, also. It probably would 
encourage complying farmers to boost yields on their reduced acre- 
age, but there are limits beyond which this would not be economical. 
Anyway, nothing short of quantity controls will completely remove 
this incentive. 

A second disadvantage is that the incentive for compliance would 
depend largely upon the size of the adjustment payment, since all 
feed grain producers would share in the benefits of higher feed grain 
and livestock prices. Therefore, these adjustment payments would 
have to be high enough to provide ample incentive for participation. 

Third, the program would require the establishment of feed grain 
base acreages and measurement to verify compliance for farmers 
participating in the program. Also, it probably would be necessary 
to allow the land to be pastured, which would offset in part the reduc- 
tion in the output of feed grains. 

A program which attempts to maintain farm prices and incomes 
by reducing feed grain output will have the greatest impact upon 
improving that sector of agriculture which produces feed grains or 
feed grains and livestock on the same farms. It will do relatively 
little to increase income on farms or in areas primarily dependent 
upon purchased feeds. 

The reduction of feed grain output would restrict livestock output 
by reducing profit margins in livestock production to the extent that 
marginal production would be dropped. Most of the initial pres- 
sures would be on producers and spinon areas where most feed is 
purchased. This is in contrast to direct marketing controls on live- 
stock, discussed in the next section, which would tend to back up re- 
sources in the feed-grain economy and might even widen the margins 
of profit for individuals or areas which purchase feed grains. 

Farm price and income levels that might be achieved adjusting 
feed grain output.—An idea of the magnitude of the adjustment re- 
quired in the feed-livestock economy can be obtained by observing 
the price and income levels that might be expected in agriculture if 
feed grain production could be reduced to about 150 million tons in 
1965. This is shown in tables 17 and 18. 
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TABLE 17.—Estimated farm prices of major farm commodities in 1965 with 2 
levels of feed grain production 





Feed grain Feed grain 

production production 

Farm price held to 150,- | held to 140,- 
000,000 tons | 000,000 tons 





ree sie oc eek eth ee OS ee bushels_.- 1$1.75 1 $1.75 
CORO. ca petdonbyhsnnestisiochnssdchtethin pbs cntaesctadidlinneaheiiieel unds__ 1,28 1,28 
BR h 4 herdiaad nc pahnadking bewiaglinaicasanades area hundredweight -- 14,42 14,42 
WORRONB LL 0nd So ctassin es lL Qi Bhd pind Siletetaddliede a mands __ 1.10 1.10 
Cs Bnastn eamapnienisiebmenrieanesdenndtvnnn tet ane kei hundredweight_-. 18. 30 19. 22 
do.... 19. 61 20. 53 

aa 4.10 4.32 

ices 13. 85 16. 44 

eens 18. 02 18.97 

pounds... .18 | 

do... .23 -27 

dozen... .32 .87 

bushels-- 1.00 1.23 

do.... . 53 . 65 

ical . 80 - 98 

hundredweight -_-. 1. 57 1.93 

si tigers Toctings ects bien sainedices salateiaeaniainiae cia Raia tons_. 55.33 59. 54 

bushels-_- 2.23 2. 36 





1 Assumed support prices. 


TABLE 18.—Estimated cash receipts, production expenses and net farm income 
in 1965 with 2 levels of feed grain production 


[Millions of dollars] 


Feed grain | Feed grain 
Cash receipts production | production 
held to 150,- | held to 140-, 
000,000 tons | 000,000 tons 








Whietis i055. 434. Dp aes..2 eee alse 1, 768 1, 768 

TE 1. -cenisnemenenrdictininiendeanuctmeadsmugicnmsabentons tallies hiaeinaiies 217 217 

ON a aerate eh chds lee slbk cath bodsudsdickoiweeabdis daduedlaaen 2, 331 2, 355 

7, 438 7, 730 

2, 902 3, 233 

5, 423 5, 623 

288 303 

1, 227 1, 331 

351 376 

1, 664 1, 869 

CN id 5 tb hiss dicoddsitbnbsdddssbedébboakhhstebbbacdhbGtiadeccuntell 1, 220 1, 355 

CE IE in tegocccanng}ocumetineiiphigpeeneeiiaembenneibamel 525 617 

BOING bk hoted tin didncontdentseduibeducbdanedhloanethibtiied dasa 1,219 1, 290 

VagHiRbIN’ SoUMGGs USER PR OE eee ee te 2719 2 734 

egetables, potatoes, beans, peas, etc. .........--....-.-...-.----.-.--------. , 5 

MTR ORRIIIS iiicinin bik bh dieieinhd ts wnkbibickS «in Seen bdscbdsiels~ eas 3, 249 3, 249 

TOUR hid ddd cect is hi tencs i eedsadten 34, 154 35, 675 

OVINE WOO noone sin iene acnnaenncdghibncsdguensaibeegankinnidtiadh 1,040 1,390 

Value of hose weed praGmetheth. 6sicc cc tdsdnnassnsdsesdssncctcctbimesscctance 1, 250 1,325 

SRUIEEE VEE C6 QR aniccnientnngnnetiancanesehipnnseséreeeaainkbndamdl 2,012 2,012 

IE cninpinnnmiittiitetimmenmcmsindlaali, sniniilestepeeniaiaiaiiall 38, 456 40, 402 
Expenses: 

Feces nenwnuncicecuacosndeahipigncssdaiabadenasamasasaaseaaa 4, 586 4, 758 

LApibees | i odd eh Abin nse ei is.kc ee 2, 386 2, 480 

BOI. nsec entitaddivnmiiiintninicitiliaiatateta aunts neiidiiaialiadiadaintt ails Gi Raine 2, 929 2, 929 

Progr Gy Cin ain Ste eG ee fa nn hatin nn ca ncbicmatotantsccccnsadecsdddnke 2, 600 2, 600 

DR I Ss hain o cnt wtiteatnbeiactimapsinsin a cipatinecudnmmipainiiadiaaiiigis 15, 200 15, 200 

WEL. cacccnecanecaqianntccuquantetntienkndmsaikedanaipapamhnatss 27, 701 27, 967 

Net income of farm operators from farming. .-.......-.----.----------------- 10, 755 12, 435 


Assuming that feeding rates returned to about their long-time aver- 
age the prices received by farmers under such a situation would still 
average about 6 percent below their 1959 level. However, with the 
projected increased output offsetting the lower prices, total cash re- 
ceipts from farm marketings are projected at just slightly above 1959 
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levels. Assuming that Government payments would increase to 
slightly over $1 billion to compensate farmers for a voluntary reduc- 
tion in feed grain acreage, and the same increase in costs used earlier, 
net farm income would be about 5 percent below 1959. Thus, even 
this significant reduction in feed grain output would not quite main- 
tain farm income. 

The magnitude of the problem of merely maintaining farm income 
should not be underestimated. Feed grain output would have to be 
reduced by about 10 percent from 1959 and 1960 levels and even more 
from the levels projected for 1965. While the income and price levels 
are not high enough to induce a rapid rate of new investment in agri- 
culture or a rise in the rate of adoption of new technology, neither are 
they low enough to really retard the continuation of present rates. 
Any program which maintains prices and improves certainty will 
tend to encourage individual farmers to increase output. As long as 
the program is voluntary, significantly higher prices will lower par- 
ticipation and tend to be self-defeating. 

The difficulty of using such a program to increase farm prices and 
incomes appreciably above present levels is illustrated by the example 
of what might be expected by using the same approach to reduce feed 
grain output to 140 million tons. The projected prices and incomes 
that would result also are shown in tables 17 and 18. 

Again assuming a return to average feeding rates, a reduction of 
feed grain oe to 140 million tons would maintain the average 
price received by farmers at just about the same average price level 
received in 1959. These prices would mean that cash receipts would 
be about 8 percent above the 1959 level. Higher cash receipts, to- 
gether with higher Government payments required to achieve the 
acreage reduction, would result in a net income about 10 percent above 
1959 levels. 

Achieving higher prices and incomes via this type of voluntary 
program is not easy. First, payment rates would certainly have 
to be increased in order to achieve the necessary participation by 
feed grain producers. There would be additional incentive to in- 
crease yields on acreage remaining in feed grains. Moreover, there 
would be a tendency to substitute hay and pasture for feed grains in 
the production of those classes of livestock where substitution is pos- 
sible. The projected higher soybean prices and reduction of feed 
grains would encourage increased output of these products, end there 
probably would be some substitution of protein feeds for other feed 
grains. 

Thus, it does not appear feasible to expect to use a voluntary pro- 
gram of reduction of feed grain acreage to achieve a farm price level 
significantly above present price levels. Higher prices will (1) re- 
duce participation, and (2) increase the incentive to increase output 
on the reduced feed grain acreage, and (3) encourage the substitution 
of forage and protein for feed grains in livestock production. 

In general, it appears that a program of some type which will re- 
tire acreage from feed grain production is needed to avoid disastrous 
declines in the income of livestock producers if the present feed grain 
support programs were ended. A program that would absorb the 
present excessive feed grain production now going to CCC would 
appear manageable and the costs should not be in excess of the pres- 
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ent program costs. However, it appears difficult to use such a pro- 
gram to achieve farm prices and incomes appreciably above present 
levels. If significantly higher prices and incomes are the goal, it is 
likely that direct income payments on livestock products or some type 
of nonvoluntary production or marketing controls will be required to 
achieve these goals for the feed-livestock sector of the agricultural 
economy. 

Consumer prices and consumption levels—A reduction of feed 
grain output to either of the two levels just discussed does not imply 
a reduction in food supplies available to consumers or higher con- 
sumer prices. On the contrary, the consumer supply of meat would 
be higher than at present and prices about the same. 

The output of meat caida implied with a feed grain output of 
140 million tons would amount to about 10 percent more red meat 
per capita than was consumed in 1959 and would exceed slightly the 
record high meat consumption of 1956. The red meat output implied 
in the example reducing feed grain output to 150 million tons is even 
higher. The projected per capita consumption in that case would be 
13 percent above 1959 levels. 

If marketing costs did not rise, consumer prices for food would 
average about the same as in 1959 if feed grain output were reduced 
to 140 million tons. The higher output projected with the lesser re- 
duction would result in slightly lower prices for livestock and live- 
stock products at the farm than in 1959. 

Thus, even a program that succeeded in maintaining or slightly 
improving farm income in the years ahead would not have to reduce 
food supplies per capita or result in significant increases in consumer 
prices. Actually, the problem is restraining the rate of increase in 
the output of food so as to avoid serious farm price declines or fur- 
ther stock accumulations by the Government. 








PART IV 
DIRECT MANAGEMENT OF MARKET SUPPLIES 
(Harlow W. Halvorson, University of Wisconsin) 


Parts II and III have analyzed measures which limit the use of one 
of the resources required in production and thus tend to achieve desir- 
able supply levels for specific commodities and for agriculture as a 
whole. Such programs do not ordinarily include marketing restric- 
tions on the products from these limited resources. 

Direct management of market supplies is another method of main- 
taining a continuing balance between demand and market supplies. 
It is a means which offers more promise in the 1960’s for some com- 
modities than for others. Under direct management of market sup- 
plies, national rates of marketings would be established for individ- 
ual commodities and translated to individual producers, perhaps in 
somewhat the same way national acreage allotments are currently 
allocated to farmers. But unlike programs which limit use of 
resources, market control programs contemplate little or no supervi- 
sion of on-the-farm management decisions of farmers. 


SOME PRELIMINARY CONSIDERATIONS 


Several preliminary points are perhaps worth noting when consid- 
ering the relative merits of programs to restrict use of resources and 
programs to restrict marketings directly. 

(a) Present programs incorporate features involving both ap- 
proaches, but their initial and primary focus is on restricted use of 
resources. It seems likely that future programs will continue to 
include combinations of both approaches. More to the point, how- 
ever, is the question of whether conditions which seem to lie ahead call 
for more ———_ on direct management of marketings or a con- 
tinuation and expansion of emphasis on programs to restrict use of 
resources. 

(6) So-called voluntary programs to restrict use of resources re- 
quire creation of a sufficiently attractive alternative use for these 
resources to result in their diversion from agricultural production. 
Thus a new farm enterprise, namely idle land, has been created under 
the soil-bank program to compete with wheat, corn, and other farm 
enterprises. Such pro s expand the demand for land and have 
long-run implications which should not be ignored. 

(ce) Both the resource restriction and market control approaches 
necessarily subject farmers to certain disciplines which are necessary 
to achieve price and income goals. Each type of program tends to be 
applied at the individual farm level. Nonvoluntary programs to limit 
use of resources intervene directly in the farm gioducting rocess and 
only indirectly in the marketing process. Programs for direct man- 
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agement of market supplies impose limits on amounts which can be 
marketed but leave farmers free in their management decisions to 
achieve production levels consistent with programed rates of 
marketings. 

Reliance on the resource control approach in the past may imply 
to some the belief that farmers object less to measures which interfere 
primarily with farm management decisions than to interferences with 
volume of marketing decisions Or it may suggest to some that re- 
source use controls may achieve supply objectives more effectively 
than direct management of marketings. Neither inference seems 
warranted. 

(d) In practice, resource use control programs deal only with land 
inputs. Programs to limit use of fertilizer, machinery, labor, anti- 
biotics, etc., have not been considered seriously. Neither public water 
policies nor land use in the public domain are keyed to existing supply 
management programs. 

Programs for direct management of market supplies would be most 
practicable where applied on an individual commodity basis. This 
approach would permit each commodity program to be so designed 
as to take into account the special circumstances surrounding its pro- 
duction and marketing. In addition this would permit programs to 
be developed and adopted by producers of a given commodity when- 
ever they felt existing or prospective conditions warranted such a 
step. 

Sich programs would usually be most effective if conducted on a 
national basis. Because of demand and supply interrelationships 
and for other reasons, it seems desirable that such programs be con- 
sistent with some broad general framework. 

Where significant and prolonged price improvement is desired, it is 
likely that semipermanent institutional arrangements will have to be 
provided through which individual producers can act collectively to 
allocate among themselves shares of the national market. Such de- 
termination should be subject to general requirements specified by the 
Congress or some body designated by it which are designed to protect 
the public interest. A national level of marketings consistent with 
specified price levels could then be reflected to individual producers 
in the form of market bases. Individual producer marketings in 
excess of this rate could either be prohibited or penalized by levying 
a fee against excessive marketings. In this way the full price con- 
sequences of surplus production could be reflected to each individual 
producer. Within this context, individual producers would have 
freedom to manage available resources as their circumstances 
warranted. 

Provision for transfer of market rights among producers will 
have to be made under any such program since farmers die, retire, 
sell their farms, or wish to shift production from one enterprise to 
another. Production rights under acreage allotment programs must 
deal with this problem as well. Provisions for transfer of market 
rights might be closely supervised and regulated or might leave farm- 
ers relatively free to transfer such rights among themselves. There 
are sound economic reasons for suggesting that, subject to minimum 
restrictions, rather easy transfer of such market rights will tend to 
promote efficient use of farm resources. But it should also be noted 
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that, with rather easy transfer, such rights would also tend to grav- 
itate toward the larger producers. 

Under an active program for a commodity, a national price goal 
would probably be established each year. This decision might be 
based on an estimate by the administrative agency of the national level 
of marketings which would be consistent with each of several alter- 
native ee goals and a formal review of recent and prospective mar- 
ket and production developments. The alternative price goals con- 
sidered would probably include an estimate of a national average 
price which would yield an income to typical producers of this com- 
modity for their management, labor, and capital comparable with 
that which could be earned by similar resources in nonfarm 
employment. 

he present form of price-support program, perhaps suitably 
modified for the purpose, would be an essential part of such a supply- 
management program. However, reliance on existing price-support 
programs could be gradually reduced with corresponding reductions 
in cost. After a few years of orderly transition it seems reasonable 
to expect that price-support purchase programs would be a relatively 
minor part of the agricultural program. Each individual producer 
would make his own adjustments in use of the resources at his com- 
mand as he saw fit, in the circumstances faced by him. As demand for 
the commodity increased with the growth of population and improve- 
ment in consumer incomes, suitable increases in national marketing 
rates could be made and allocated pro rata among all producers. 

A comprehensive program of direct management of market supplies 
which could be sueed to a large number of agricultural products 
appears to be administratively feasible. But this approach to supply 
management, as distinct from land-retirement programs, raises a num- 
ber of difficult questions which probably can best be answered by an 
illustrative example. 

The outlines of a program of direct management of market supplies 
of milk are presented in the following section to illustrate the manner 
in which the general approach might be implemented. In the course of 
this illustration, several controversial questions are dealt with at some 
length. 

This is followed by a second illustration of a possible supply-man- 
agement program for poultry products which is designed to achieve 
more limited objectives. In the final section, the feasibility of wide- 
spread application of direct market supply-management programs is 
considered along with some consideration of their relation to several 
other programs. 


A SUGGESTED PROGRAM OF COMPREHENSIVE SUPPLY MANAGEMENT FOR 
MILK * 


Dairy farmers have been troubled with penne surpluses of milk 
and consequent low prices during much of the postwar period. It is 
evident to most dairy economists that the potential for continued rapid 


7 Most of the discussion of pro details which follow is based on “Dairy Supply and 
Price Policies,” a report released, by the National Milk Producers Federation, 1 , pre- 
ae by a committee consisting of C. E. French, V. H. Nielsen, Leland Spencer, and myself. 

y colleagues on this committee, of course, should not be considered in any way responsible 
for this summary of our proposals. 
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growth in milk output is great and that continued adoption of output 
increasing technology will result in price depressing surpluses for a 
number of years. The demand for milk and dairy products is grow- 
ing slowly and quite steadily, based largely on population growth and 
rising consumer incomes. But there seems to be little prospect of any 
dramatic improvement in demand in the foreseeable future. It is 
likely, therefore, that unless positive steps are taken to check the rate 
of growth of output, milk supplies will tend to grow at a rate faster 
than demand with persistently low prices during most of the next 
decade. 

The technical staff of the USDA ® estimated that under conditions 
of relatively free production and marketing, milk production in 1965 
could approximate 140 billion pounds with prices averaging about 
$3.60 per hundredweight. This compares with 1959 revels of 124.3 
billion pounds and a price of $4.16 per hundredweight. A production 
rate of about 137.5 billion hundredweight in 1965 would maintain 
1955-57 levels of per capita consumption. ‘Thus a program of direct 
market supply management offers considerable promise of fore- 
stalling the price impact of this potential for expanded output. 

The present price support program gives some protection to dairy 
farmers. Support price objectives are announced annually by the 
Department of Aasloultare and are implemented by CCC offers to 
purchase certain manufactured dairy products at prices which are 
designed to reflect the support price to producers. At the announced 
support oe which have recently been near 75 percent of parity, 
supplies have been in excess of demand by from 2 to 8 percent in recent 
years. The Federal milk marketing order program, designed to insure 
an adequate supply and orderly marketing of fluid milk in certain 
markets, specifies minimum prices which handlers shall pay producers 
for several classes of milk. These local programs, in effect, constitute 
supply management programs for class I milk by enforcing the pay- 
ment of specified class I prices and affording an opportunity for han- 
dlers to iaaine of excess milk in lower classes. There is also some 
State regulation of milk prices and marketing. 

The most logical and equitable administrative arrangement for keep- 
ing milk marketing from outrunning the growth in demand for the 
next few years seems to be that of assigning base quantities to each 
producer and assigning any expansion in demand among producers in 
oo to their bases. The base for an individual producer might 

the average of his marketings during the last 2 or 3 years. e 
total of such bases for recent years would approximate 112 billion 
pounds of milk. (In 1959, production was 124.3 billion pounds of 
which 112.6 was sold by farmers. The remainder was used on farms.) 

Prior to the beginning of each marketing year a determination 
would be made of the national level of marketings which would be 
consistent with the specified price objective or price goal. From this 
the approved level of marketing as a percent of the national base could 
be determined and translated into a current marketing base for each 
producer. 


8S. Doc. 77, report from the U.S. Department of Agriculture, and a “Statement From the 
eee Grand Colleges, IRM-—1 Advisory Committee on Farm Price and Income Projections 


5, Under Conditions arerotiontiag Free Production and Marketing of cultural 
Commodities,” 86th Cong., 2d sess., Jan. 20, 1960. 
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Marketing certificates would be issued to each producer base holder 
in amounts reflecting the-approved percent of base. Thus if ap- 
proved marketings were to be cational 2 percent below the national 
base, a farmer having a base of 1,000 hundredweight would be issued 
marketing certificates for 980 hundredweight of milk or its equivalent 
in farm-separated cream. 

When farmers sold their milk they would be required to surrender 
marketing certificates to handlers in an amount equal to the amount 
of milk marketed to receive full price for such milk. Handlers would 
be authorized to deduct a fee or penalty for excess milk not covered 
by marketing certificates. Such fees would be remitted to the admin- 
istering agency. The records of handlers would have to be audited 
much as they now are under Federal milk marketing orders, to insure 
that the sum of fees deducted from farmers corresponded with 
handlers’ milk receipts not covered by marketing certificates. 

Important practical reasons exist for permitting excess milk to be 
marketed but reducing the return from such milk. A number of 
fortuitous developments such as bad or good weather, disease, etc., 
can intervene to prevent actual milk production from corresponding 
with planned or approved levels. It seems desirable to process this 
excess production, but through the use of the marketing fee to keep 
returns from the part in excess at a level barely sufficient to cover 
direct costs. Use of a fee seems preferable to a procedure of specify- 
ing the prices to be paid by handlers for surplus milk. The latter 
course would give rise to numerous complications and many of these 
can be avoided by use of a fee. The fee might be specified either as 
so many cents per hundredweight or as a percentage of the current 
price. The latter course has some merit since fairly large regional 
differences in milk prices are usual, but it may complicate administra- 
tion. A given absolute fee would tend to bear more heavily on the 
producers in regions of lower prices. But whatever procedure is 
used, the primary consideration in setting such fees should be that 
they be large enough to discourage increases in milk production be- 
yond levels consistent with the price goals. 

All producers who market milk should be required to participate 
in the program. There would be no prohibition against marketing 
milk. Established producers who wished to expand production and 
marketing would be free to do so subject to the fee assessed on non- 
certificate milk. New producers without a base would have to be pre- 
pared to sell their production subject to the fee. Thus the fee is a 
discouragement to expanded production of established producers as 
well as to the entry of new producers. Such arrangements are not 
uncommon either in the dairy industry or in many nonagricultural 
sectors. In many fluid milk markets, for example, new producers are 
required to sell their milk at the surplus price for a pro vationary pe- 
riod before acquiring full marketing rights.. The classified pricing 
plan itself is an arrangement for sharing among producers the lower 
returns on surplus milk. 

One of the first steps in getting such a program started is to estab- 
lish producer bases. This is feasible but becomes increasingly difficult 
if records for more than the last 1 or 2 years are required. ‘The work 
of preparing for inauguration of such a plan probably would take at 
least a year with the most difficult part being determination of pro- 
ducer bases. 
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Present dairy programs make significant distinctions between milk 
for fluid use and milk used for manufacturing purposes. While the 
market characteristics on which such a distinction rests are significant- 
ly different for the two types of outlet, the conditions under which milk 
is produced and the quality of the resulting product are such that an 
increasingly large proportion of milk meets requirements which make 
it eligible for fluid use. Thus there is a very large volume either pres- 
ently graded for fluid use or which could qualify for this outlet with 
very little change in production practices. Thus the distinction is 
tending to rest more on market characteristics than on significant 
quality differences in many areas of the country. 

A supply management program for milk which distinguished be- 
tween fluid and manufacturing grade milk would tend to perpetuate 
the somewhat artificial nature of present regulatory practices. A sig- 
nificant portion of milk delivered into regulated markets is being di- 
verted into manufactured dairy products. A supply management 
program which dealt only with manufactured milk, in fairness, should 
contain provisions which prevented the disposal of milk from fluid 
markets into manufactured uses or the program might be jeopardized. 
It was the judgment of dairy economists who formulated this plan 
that there would “be no serious conflict between this supply adjust- 
ment plan and continuation of the Federal milk order program.” 
Thus it is suggested that the most desirable arrangement would be to 
apply such a program to all producers of milk and its equivalent in 
farm-separated cream. 

Many of the administrative arrangements necessary to carry on 
such a program are already widely used in the dairy industry and 
fairly well understood by farmers. It probably would be necessary 
for Ceteinnen to pass enabling legislation to permit development and 
adoption of a plan for direct management of market supplies, al- 
though it should be noted that the basic objectives of such a plan would 
not represent any drastic departure from the objectives of existing 
legislation. 

The administrative framework and procedures presently used in the 
Agricultural Marketing Agreement Act of 1937 might well be ex- 
panded to provide for such a program. Hearing procedures similar 
to those used in Federal milk marketing orders provide an important 
and desirable framework through which producer recommendations 
for program improvements may be considered. The referendum of 
producers necessary before final adoption of recommended decisions 
constitute an important test of the continuing adequacy and acceptance 
of any such program. There will be better likelihood of successful 
programs if eocunears know that their suggestions for change will 
receive a fair hearing and if they know the decision to accept or reject 
the program depends on them as well as on the Secretary. 


The problem of base transfers 


As indicated previously, any continuing supply management pro- 
gram whether it be one of restricting use of land. or one directly re- 
stricting marketings, must include some arrangement for transfer of 
bases among producers. Under acreage allotment programs, bases 
are tied to the land and a producer ordinarily acquires a base when 
he purchases a farm with a aie In some instances the administerin 

agency may have authority to issne bases to new producers, but obvi- 





— Vw MTree 6* 


1s 


Vy 


ECONOMIC POLICIES FOR AGRICULTURE IN THE 1960'S 55 


ously extensive use of this device can defeat the purpose of the 
program. 

The longer a supply management program operates, the more inti- 
mately the base transfer provisions become bound up in issues of 
efficient use of farm resources and adjustment of saith resources to 
changing patterns of demand, technology, and market structures. 
One of the most serious objections to use of acreage allotments is 
that in some cases they have slowed down the adoption of more 
efficient methods of production. A program which attempted to _ 
petuate some given geographical pattern of production in the face 
of significantly different rates of population growth in various parts 
of the country could indeed lead to considerable inefficency. Base 
transfers must be provided for; the significant question is whether 
arrangements for such transfer will be such as to promote both equity 
and efficiency. 

Since the administrative agency must know, for administrative pur- 
poses, the amount of base held by each producer, the simplest arrange- 
ment would be to allow producers complete freedom in holding or 
transferring bases among themselves so long as titles to bases were 
registered with the agency. Thus when marketing certificates were 
issued each year under a direct market supply management program 
they would be issued to base holders of record at that time in the 
amounts indicated. On the other hand, the agency might have com- 
plete responsibility, subject to general policies spelled out by the 
Congress, for making base transfers among present holders and new 
applicants. There are many complex and controversial issues bound 
up in how this issue is decided. 

lf producers are free to transfer bases among themselves in whole 
or in part at their discretion, such transfers will occur at a price, 
since the base will have a value depending on the effectiveness of the 
program. Thus a producer wishing to acquire market rights or to ex- 
pand his rights to sell without penalty will have to purchase such 
rights from other producers (or their estates) who wish to reduce or 
discontinue milk production. The efficiency with which such transfers 
take place will depend on whether efficient market arrangements are 
developed to handle these transfers. Rather easy base transfer ar- 
rangements would permit producers to adjust the size of their re- 
spective dairy operatiors to their current resources and inclinations 
and could facilitate shifts in production of approved supplies from 
region to region in response to changes in demand and technology, 
but within the total supply limitations =~ by the national plan. 
Thus a relatively free market in bases would be relied upon to modify 
the initial base allocations as market conditions changed. Particular- 
ly during the early stages of such a program it would be important to 
insure that rights of mortgage holders and other equity interests are 
adequately protected. 

Many responsible people would not be satisfied that market forces, 
otherwise undirected, would do an adequate job of allocating bases 
throughout the Nation. Furthermore, matters of public interest arise 
in conduct of such a supply management program which the program 
itself should deal with positively. For example, some midwestern 
dairy farmers have expressed the view that unrestricted transferabil- 
ity would permit a large interregional outmigration of bases from 
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the Midwest primarily in response to lucrative eastern and southern 
markets. At the same time, some eastern dairymen have suggested 
that lower production costs would give Midwest producers an ad- 
vantage in base purchases. 

Ordinarily it could be expected that producers would find it in 
their interest to transfer such bases with the farm at the time of its 
sale, since a farm without accompanying base would sell for less. Thus 
a requirement of this nature would be superfluous and would merely 
prevent other transfers which might be desirable. In view of some 
uncertainty about the geographic distribution of market forces which 
could be generated by such a program, and to allay doubts of pro- 
ducers, it would do little damage in the early stages of any program, 
and probably would be desirable, to set some upper limit on such imter- 
regional transfers. The program could require that bases offered for 
sale be made available to local producers for some short period before 
sale outside the region were permitted. 

Some rather complex questions are involved when considering the 
desirability of permitting value to accrue in bases and be reflected 
in the price at which they transfer. When farm prices and incomes 
improve, this is ordinarily reflected in both higher land values and in 
higher levels of living for farm families. Objection to a direct mar- 
ket supply management program with transferable bases seems to 
arise out of the fact that some of the effect of improved incomes, pro- 
gram generated, will show up in base values rather than in land values. 
Some concern has also been expressed that a part of present land 
values may be transferred to base values. This transfer, from a real 
to a personal property basis, might pose revenue problems to local 
units of government if it were very large. At the same time, however, 
if the objective were to minimize program generated capitalization of 
base values, it would be possible to devise a tax program to tax base 
transfers in a way which would return part of lost revenues to local 
units of government. 

As a supply management program becomes increasingly effective, 
the value of bases will increase. But with the gradual turnover of 
farms and bases, the cost of a base now becomes an additional cost of 
production to new producers. Since the price goal of the program 
may be that of yielding a fair return on capital and labor for typical 
farms, the higher cost of production attributable to the cost of pur- 
chasing a base will have to be reflected in the price goals which are 
established. Following this line of reasoning it has been argued that 
such a program is essentially self-defeating and merely sets up arrange- 
ments for a windfall gain to those producers who are in operation 
when the program begins. 

While this argument might have considerable relevance under purely 
static demand and technological conditions, the dynamic conditions 
of the real world make it much less relevant. It should not be assumed, 
for example, that the increase in income generated by the program 
will be capitalized into value of bases at a high rate, since there will be 
some uncertainty about the future of the program and of the income 
increases causing them to be discounted heavily. At the same time, 
adoption of new technology which a transferable base program will 
encourage will be resulting in more efficient producing units. This, 
in turn, will tend to offset the effect of base values on costs. This is 
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really what the program is all about—to permit the orderly adoption 
of new technology without generating such a large flow of output that, 
in view of highly inelastic demands, the market for all producers is 
destroyed. Thus, while base values will show up in subsequent costs, 
income increases will be heavily discounted and such cost increases 
are likely to be offset by the adoption of new technology. 

It is perhaps worth noting that the cost of purchasing a base is in 
reality a price to be paid for the right to participate in higher and 
more stable incomes. Producers would be free to market milk without 
a base if they wished to do so, but would not be able to receive the 
benefits of the program by following this course. 

An alternative base transfer procedure which required producers to 
meet continuing tests to qualify as a base holder (e.g., be a bona fide 
producer by some definition) and in which bases reverted to the agency 
for reallocation either when the holder died or failed to meet estab- 
lished requirements would, of course, not result in their acquiring 
market value. At the same time, this procedure would require that 
the agency establish rules of priority and be prepared to ration bases 
among the applicants. This might be a very diftveutt task and, because 
of problems which could develop, might jeopardize the program. 

It seems likely that some combination of the two approaches—rela- 
tively free transfer and direct administrative allocation—might be 
used. It would be possible, for example, for the agency to maintain 
a market for bases at some established price with relatively free trans- 
ferability at higher prices, and even purchase sufficient bases to shrink 
approved su »plies of milk if this were desired. Administratively held 
bases could be reissued to applicants under prescribed rules if this 
seemed desirable. 

Whatever arrangement is developed to handle the base transfer 
problem, it is suggested that there be no restrictions on transferability 
of the marketing certificates which are issued annually to base holders. 
Those producers who are hindered by bad weather or disease would be 
able to reduce losses due to these factors by selling excess certificates 
to producers with milk supplies larger than their bases. Such an 
arrangement would give some measure of income insurance to pro- 
ducers. In fact, failure to provide for this would increase the prob- 
lem of enforcement. Since the total supply of marketing certificates 
and thus of approved milk has been specified for the period the out- 
come of the program would not be affected by which producers used 
the certificates. The single-time use of such certificates would limit 
their value to the size of the fee on sales of excess milk. 

The price objectives in current farm programs presumably are parity 
prices. But with the course of time and large variety of percentages 
of parity used in carrying out existing programs, these prices are not 
very meaningful. Furthermore, their usefulness in a period of rapid 
technological advance, historically based as they are, has been greatly 
reduced. The occasion of adopting programs of direct market suppl 
management should provide an opportunity for reformulation of suc 
price objectives. 

Possible accomplishments of a dairy supply management program 

What could a direct market supply management program for milk, 


as developed in this illustration, do to avert the depressed dairy prices 
and incomes which are in prospect for the next few years? If such 
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a program were adopted, what impact would it have on prices and 
production in other sectors of agriculture? Answers to these questions 
are important in deciding on the merits of such a proposal, <A tenta- 
tive answer is presented below. 

The projections for 1965, referred to in part I, broadly confirmed 
the low price-expanded-output conclusions of the U.S. Department 
of Agriculture contained in Senate Document 77. Changing one 
assumption in these projections—namely, specifying independently 
the quantity of milk production which will be permitted—enables one 
to estimate the milk price consequences of various levels of milk sup- 
plies and, in addition, to obtain an estimate of the price and DINO 
impacts of such supply restriction on other products in the model. 
This has been done. 

If milk production in 1965 were 137.5 billion pounds, this would 
provide our larger population with a domestic per capita consump- 
tion approximately equal to that which prevailed during 1955-57. 
Under these circumstances milk prices might be 45 cents per hundred- 
weight higher than those which would be likely with no formal restric- 
tion on the growth of milk production. The major effects of the 
restricted use of feed grains by dairymen would show up in feed grain 

rices reduced by about 3 percent, hog production larger by 240 mil- 
ion pounds and prices lower by about 12 cents per hundredweight. 
There would be expanded production and lower prices of other live- 
stock and products, also, but these would be relatively less than for 
hogs. 

If it were decided to slow down the prospective expansion in milk 
output even more, so that 1965 per capita consumption were about 5 
percent less than in 1955, milk prices might be raised by about $1.05 
above the levels likely to prevail without a program for direct man- 
agement of market supplies. Holding the expansion in milk produc- 
tion to this level would result in more measurable impact on other 
ging but again, not so large as one might expect. In the case of 
10gS, prices would be 45 to 50 cents per hundredweight lower and pro- 
duction some 535 million pounds higher than without a milk supply 
program. Cattle prices would be 24 cents per hundredweight lower 
and production 115 million pounds higher. 

In 1959 U.S. milk production was 124.3 billion pounds. Limiting 
output expansion so as to permit per capita supplies 5 percent below 
1955-57 levels would still allow a 6-billion-pound expansion in milk 
output over a 5-year period. Thus there is room for both growth in 
output of milk and hope for some price improvement in the next few 
years; but probably only if positive steps are taken to limit the rate 
of expansion of milk output. 

The committee of dairy economists described the supply manage- 
ment proposals made by them as a plan which— 
obviously is not an arbitrary, rigid system of production control, but rather a 
flexible system for adjusting production to demand at a level of prices designed 
to give farmers a reasonable share of the national income through the market- 
place. It is not an emergency, stop-gap program * * * this plan would, if suc- 
cessfully administered, permit supplies to be geared to demand in an orderly and 
flexible manner on a national basis, and would offer dairy farmers the possi- 
bility of gradual improvement in prices and incomes. 

It would not be realistic to hold out hope of immediate and sub- 
stantial price increases for milk by such a plan alone, unless producers 
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were willing to undertake cutbacks in current production. A program 
to check further increases in output would permit a gradual improve- 
ment in milk prices over a period of several years and would permit 
orderly development of the program. 

In considering probable costs of such a program, it is important to 
distinguish between administrative and price support costs. A major 
purpose of the program is to eliminate the sell for a price support 
program except on a standby basis. But during a transition period 
of perhaps 3 to 5 years, price supports would continue to play an 
active role and at least in the first few years program costs probably 
would be little different than in recent years. But after this period 
price support purchases would be small and Treasury costs correspond- 


ingly low. 

With respect to administrative costs, the U.S. Department of Ag- 
riculture has made a highly tentative estimate, based on experience 
with crop programs, that— 
the cost of getting the program started and of administering it the first year 
might be in the neighborhood of $10 million including the costs of local meet- 
ings to explain the program, regulations and procedures, conduct a referendwn, 
compile base period sales data, determine quotas, issue quota notices, obtain and 
check data on sales for each quota period, administer penalty, compliance-de- 
posit or similar provisions, record quota transfers, and audit the records of 
plants and dealers.’ 

Costs thereafter might be less, but perhaps not significantly. 

This rather lengthy illustration of a possible supply management 
program for milk has, by example, brought out many of the features 
which would need to be considered in formulating plans for direct 
management of market supplies for many commodities. Many ad- 
ditional questions have not been discussed. Each commodity would 
require a program specially designed to meet its special problems. 
But in this illustration some of the more controversial questions which 
would be raised about such plans have been considered. 


AN ILLUSTRATION OF DIRECT MARKET SUPPLY MANAGEMENT WITH MORE 
LIMITED OBJECTIVES 


Many of the basic elements of the milk illustration have been in- 
corporated in plans developed for poultry products. But if some- 
what more limited objectives were sought, a simpler program of 
direct market supply management could be undertaken for the poul- 
try industry. The outlines of such a program are presented below to 
illustrate this alternative. 

In the last two decades the poultry industry has been undergoing 
a period of rapid introduction of new technology and, simultaneously, 
a dramatic series of changes in organizational control commonly re- 
ferred to as vertical integration. During the 1950’s the general trend 
of poultry prices has been downward. In the course of these de- 
velopments it has been obvious that in most segments of the poultry 
industry erratic planning in the aggregate was resulting in cyclical 
surges in output with consequent low prices, often below costs, bank- 
ruptcy and enforced departure of producers, followed by reduced 


®°“Analysis of Quota Plans To Restrict Farm Marketings of Milk and Cream,” U.S. 
Department of Agriculture, mimeograph, June 16, 1960. 
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production and temporary increases in prices which would start the 
cycle over again. 

Both the declining trend and the instability in prices have led to 
strong pleas by poultry producers for assistance and many bills to 
deal with the problem have been introduced in the Congress. Some 
of these proposals, often referred to as self-help proposals, envision 
producer-financed efforts at demand expansion, additional research, 
surplus purchase and disposal, and in some cases, comprehensive pro- 
grams of direct management of market supplies involving producer 
bases and restriction of output. 

Perhaps the rather complex developing organizational structure of 
the poultry industry would make the type of supply management 
proposal illustrated above for milk somewhat more difficult to ad- 
minister. But this should not be regarded as an insuperable obstacle 
to its adoption. If poultry producers wish to achieve both more 
stability in their industry and some hope of reasonable price im- 
provement, the type of supply management proposal previously de- 
seribed for milk, well designed and administered, probably would 
achieve it in the poultry industry as well. 

On the other hand, if poultry producers were satisfied with more 
limited objectives which aimed mainly at reducing the cyclical swings 
in production and prices, the peculiar characteristics of this industry 
offer considerable opportunity for a limited form of supply manage- 
ment which, in very simple fashion, would do much to stabilize pro- 
duction levels and prices. But it should be clear that this approach 
would not offer producers hope for a prolonged trend of price im- 
provement. 

Technological advance in the poultry industry has meant that pro- 
ducers now must rely on use of highly developed strains of chickens 
in order to take advantage of the more efficient conversion of feed 
into either eggs or poultry meat offered by these breeds. The develop- 
ment of breeding stock and the production of hatching eggs is an 
activity essential to the modern poultry industry. Hatcheries are 
very responsive to orders placed by producers, and their rate of opera- 
tions are the precursor and foreshadow subsequent output levels of 
eggs and poultry meat. This feature of the industry would readily 
afford an opportunity to manage the flow of output of the key element 
in production to prevent excessive output increases which lead to later 
demoralization of producers. 

Several administrative devices could be used to achieve this end. 
If a procedure analogous to that employed in the petroleum industry, 
in which producers were directed to pump no more than a specified 
number of days per month (allowables) were applied to hatcheries, 
evidence of developing excessive trends in output could be quickly 
checked. Thus, hatcheries could be directed to omit the setting of eggs 
for a specified number of days during the month. The burden would 
thus be distributed proportionately among hatcheries. Reduced sup- 
plies of chicks might result in some increase in prices to producers. 
But if there were no barriers to entry into the hatchery business, this 
would limit such increases to relatively short periods. 

In order to reduce the burden such a program might have on hatch- 
eries, section 32 funds of the Department of Agriculture, available 
for use in surplus disposal activities, could be used to purchase from 
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hatcheries those eggs originally destined to be set but which were 
diverted in the interests of the program. While no estimate of the 
cost of such a program is available, it seems reasonable that it would 
be quite small in comparison with the benefits. 

Such a program would leave in the control of hatchery operators 
the decision of how to ration among their patrons any reduced supply 
of chicks. It seems obvious that the small, independent producer 
would be in a weak bargaining position in trying to get chicks during 
periods of reduced supplies. A program might include provisions 
which would insure fair treatment of all producers during such 
periods. 

This type of limited direct management of hatchery marketings 
probably would require the licensing of hatcheries, auditing of their 
records, the power of the administering agency to determine the 
allowable days per month of operation, and a procedure for en- 
forcement. This might be handled under a national poultry marketing 
order. As in the Federal order program for milk in which the han- 
dlers are regulated in a limited way, this type of poultry program 
might be considered as one operated in the interests of the producer 
customers of the hatcheries. More extensive growth of cooperative 
hatcheries might help to assure more equitable treatment of smaller 
producers if such a program were adopted. 


POSSIBLE APPLICATIONS AND RELATION TO OTHER PROGRAMS 


The general framework for direct management of market supplies 
on which the milk illustration was based could be adapted to fit the 
requirements for similar programs for most major farm products. 
Within this general framework, however, the conditions of production 
and marketing for each commodity should serve to shape the charac- 
teristics of each program. In general, such programs will be most 
feasible where products enter the marketing system through a rather 
limited number of channels and where the intensity of substitution is 
comparatively low. While such programs may seem most feasible 
for products having a relatively low price elasticity of demand, pro- 
ducers may wish to embark on such programs for price stability or 
other reasons in spite of slightly elastic demands. Where a given 
product enters the marketing system in a wide variety of ways, there 
is likely to be corresponding difficulty in achieving effective adminis- 
tration. 

Since all foods compete to some extent for the consumer’s food 
dollar, no supply-management program can proceed very far without 
consideration of substitution effects. In the dairy industry, the com- 
paratively intense competition between butter and margarine will 
impose important limits on program generated price improvement 
for manufactured dairy products. For this and reasons to be dis- 
cussed below, progress toward price goals regarded by producers as 
desirable nat ie somewhat slower than might be hoped for. 

Programs for direct management of market supplies of individual 
farm products will face some of the same issues that either voluntary 
or compulsory programs to limit the amount of land resources do 
when applied to specific commodities. Thus, for example, dairymen 
have long contended that the acres diverted from use in allotment 
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crops before long resulted in increased production of milk. Similarly, 
a program for direct management of market supplies of milk would, 
in some areas, lead dairymen to expand their am enterprises with 
resources not needed for milk production. Adoption of programs for 
direct management of market supplies in a sow har commodities may 
lead several other commodity groups to adopt similar programs in 
order to prevent an excessive expansion of production and lower prices 
for these other products. 

In important parts of agriculture, notably in the Corn Belt but not 
restricted to this area, certain agricultural enterprises use raw mate- 
rials produced by other segments of agriculture. Thus, many farmers 
are primarily in the business of feed conversion, as distinct from feed 
production. Direct market supply-management programs usually 
will be most feasible where applied on products as they leave farms 
for entry into the food-processing system. A program for hogs, for 
example, probably word call for administration of fees on excess 
marketings at the packinghouse level. Such a program would tend to 
reduce the demand for purchased feed and for feeder pigs. In gen- 
eral, such supply-management programs applied te milk, poultry, 
and hog marketings, would have major repercussions on feed grain 
producers who were not engaged in a feed conversion enterprise, and 
on cattle producers. But it should be noted that most of the programs 
which restrict use of land generate a series of repercussions which flow 
in the opposite direction, from feed-grain production to feed-conver- 
sion enterprises. Any program must deal with the interrelationships 
which exist, if xsi. Under the program analyzed in part III, 
there seems to be no feasible way of restricting the utilization of 
forage crops from the acreage diverted from basic crops, and such a 
program would tend to further complicate the price problems of 
dairymen. 

In considering the hog-cattle-feed grain complex, direct market 
supply-management programs sdopted by hog or cattle producers 
would impose severe price problems on cash grain producers in the 
Corn Belt. To the extent that voluntary land-retirement programs 
result in lower production of feed grains, the price problems of cash 
grain producers will be lessened. It seems likely, however, that addi- 
tional programs will be needed to deal with this type of problem if 
reasonable equity to producers is to be assured, 

If hog producers were to adopt a market supply-management pro- 
gram which permitted hog production sufficient to provide the equiva- 
lent of 1955-57 per capita consumption, 1965 production could be 
approximately 22.3 billion pounds. Such a level of market supply- 
management would have modest repercussions on the entire feed- 
livestock complex, while improving hog prices by about $1.50 per 
hundredweight above free market levels. Yet hog production in 1965 
could be about 3 billion pounds above 1955-57 levels. Under such a 
program cattle prices would be reduced by nearly $0.30 per hundred- 
weight, milk by $0.17 per hundredweight, and eggs by 3.5 cents per 
dozen, with significant increases in production of each. The feed 
grain price index would decline by about 17 percent. Much of the 
reduced feed grain consumption by hogs would move into consumption 
by the cattle and poultry sectors, although milk production would 
probably be increased by 3 billion pounds as well. Thus, it a 
that a direct market supply-management program for hogs could im- 
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prove hog prices moderately with significant but perhaps not undue 
price depressing influences on other Tiveeteck enterprises. 

Since the demand for cattle is more elastic than most other farm 
products, the price impact on cattle of supply-management programs 
in other sectors of agriculture will tend to be comparatively small. 
But in addition, expanded feeding of cattle will use substantial 
amounts of feed grains. This outlet will indeed be a key element in 
the complex adjustment process which seems to lie ahead. 

If producers of any commodity are confronted with the likelihood 
of prolonged periods of low prices and are made fully aware of this 
prospect, they may be willing to turn to a program of more direct 
management of market supplies if this seems to offer them some hope 
for the future. But there will be wide differences among commodi- 
ties with respect to what such programs can accomplish in the short 
run. Particularly important at the present time is the fact that cer- 
tain products are in great abundance in relation to current market 
prices. With domestic wheat consumption less than half of usual 
production, it seems impossible to envision a period in the next dec- 
ade when a market supply-management program, alone, could be 
effective in raising prices above current levels. Measures to isolate 
supplies eligible for domestic use will be necessary to improve re- 
turns on this part of total production. A program of direct market 
supply management coupled with price supports and aggressive re- 
tirement of land devoted to wheat may be essential parts of a long- 
range program of bringing wheat resources into a better balance wit. 
total demand at reasonably satisfactory prices. 

Thus it seems likely that some combination of the several types of 
supply management—direct management of market supplies ae ro- 
grams to adjust use of resources—will have to proceed together for a 
number of years. The duration of this adjustment process will de- 
pend on the speed with which adjustment occurs. But it is not 
unreasonable to expect that if a sufficient number of direct market 
supply-management programs are adopted along with programs de- 
signed to facilitate an adjustment of resources in the most difficult 
areas, that we could look forward to a time when land-retirement 
programs, too, would not be a very important element in the composite 
of agricultural programs. But it should be noted that many diverted 
soil-bank acres will be returning to production in a few years unless 
provision is made to continue this program. A similar problem will 
confront most land-retirement programs. Unless programs for direct 
management of market supplies are adopted, there is no certainty 
that lands retired will not return to production and undo what has 
been accomplished by the retirement program. 

In view of the tentative nature of program details and great un- 
certainty about producer interest in programs for direct manage- 
ment of market supplies, it has not seemed worthwhile to attempt a 
general analysis of probable program costs. Several points about 
direct market supply program costs should be noted, however: 

1. Such programs aim to reduce greatly the purchase of prod- 
ucts for price-support purposes. Consequently the Treasury 
costs of price supports should be much lower than at present 
after a transitionary period of adjustment. The fees collected 
for excess production will offset such costs to some extent. 
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2. Increased gross income to farmers, made possible by such 
programs, will necessarily come from higher prices at “retail. 
But the extent of probable pr ice increases ‘at retail can be easily 
exaggerated since food-processing margins are quite large, par- 
ticularly for those products which are confronted with the most 
diffic ult supply problems. For such products, substantial price 
increases at the farm level would result in relatively small price 
oe at retail. 

. Administrative costs of such programs may be somewhat 
gre mnae than present programs, although this is by no means cer- 
tain when set against storage costs of existing programs. 

4. In view of the excess ‘supply problem which will probably 
be present throughout the 1960's, such direct market supply- 
management programs may well be the only feasible means of 
holding present farm price levels, much less improve them, so 
that administrative costs may be incidental in relation to bene- 
fits received. 

There may be a number of peripheral benefits to adoption of direct 
supply-management programs on a fairly broad scale. Two will be 
cited. For those storable commodities which have such programs 
fully operational, it will be feasible for the Commodity Credit Cor- 
poration to operate storage programs which bear a more direct rela- 
tion to national needs for reserve stocks than at present. In 
addition, foreign aid commitments could be integrated into such 
supply-management programs through special provisions. Market- 
ing certificates could be issued pro rata to all base holders, covering 
domestically approved supplies plus intended purchases for such aid 
programs. This would enable officials to commit the delivery of 
planned amounts for specified periods in advance with assurance that 
supplies would be available, which in turn, would reduce what has 
been believed to be one of the important weaknesses of past Public 
Law 480 programs. 

Since programs for direct management of market supplies on a 
national basis contain a number of new and relatively untried features, 
use of this approach on an experimental basis for several years may be 
desirable in order to appraise the strengths and weaknesses of this de- 
vice. Because the dairy and poultry industries are relatively more iso- 
lated from the rest of agric cine in terms of intercommodity demand 
and supply forces, it may be desirable, if producers support such a pro- 
gram, to give them the opportunity to proceed with programs on a 
trial basis. It should be noted, however, that such programs cannot 
be turned off and on like a faucet. Reasonable accomplishments 
could not be expected in less than several years. If provision for 
periodic producer referendums is provided, programs could be aban- 
doned when a majority of producers prefer this course. Meanwhile, 
the experience gained from them would be useful in considering the 
feasibility of developing specific programs for other commodities. 
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PART V 
DIRECT PAYMENTS WITHOUT PRODUCTION CONTROLS 
(George E. Brandow, Pennsylvania State University) 


Three general purposes for which direct payments by the Govern- 
ment to farmers have been proposed in the past are: (1) to support 
farm income temporar ily as In a or during a market glut for 
a perishable product; (2) to support farm income @ indefinitely when 
chronic farm depression seems at hand; and (8) to reward farmers 
for certain acts such as putting land in a soil bank or adopting soil- 
conserving practices (though usual practice is to classify such pro- 
grams under other headings). This study deals with the second pur- 
pose—to support income over a protracted period. 

Direct payments have been used frequently, though often under 
another name. Parity payments made in the 1930’s to producers of 
basic commodities were direct grants representing a fraction of the 
difference between market and parity prices. Payments were made 
to producers of certain farm products during World War II to com- 
pensate for rising costs and to stimulate production without breaking 
through price ceilings. Benefit payments are made under the Sugar 
Act if producers comply with certain requirements, and since 1955 
incentive payments have been made on wool. Direct payments re- 
ceived their widest attention and became a center of controversy in 
1949 when Secretary of Agriculture Brannan put forth a proposal 
that combined price su ports for storable commodities with produc- 
tion payments for ‘erishable products. 

A number of advantages and disadvantages are commonly given 
for direct payments. Since the market is permitted to clear, no 
storage costs are incurred, and consumers receive a larger volume of 
food at lower prices than under programs that divert ‘supplies from 
commercial markets or control production. But the payments 
stimulate additional output, encourage production of the wrong sibodk- 
ucts, and lead to mounting costs for Government. How serious these 
difficulties become will depend on the level of intended prices and on 
the provisions of the particular program. Limitation of amounts 
paid to individual producers helps to “direct income assistance where 
it is most needed and avoids the public resentment large payments 
arouse. But limitations may put large producers at a disadvantage 
and encourage inefficiently small units. Reluctance of farmers to 
accept direct payments has not been a problem under the wool and 
sugar programs. A more strongly argued objection is that direct 
payments make farmers dependent upon Government appropriations 
and hence upon circumstances and factions that influence Govern- 
ment. 

Two variants of direct payments as the principal form of farm 
income support are discussed here. The first is a simple program 
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directly or indirectly assisting producers of most of the important 
farm products and not limited in any way. The second contains two 
important kinds of limitations in an effort to avoid some of the faults 
of the first. Each is studied from two standpoints, (1) what would 
be the cost if net income of farm operators during 1961-65 were to 
be kept at the 1959 level, $11.3 billion, and (2) how well could in- 
come i supported at a total cost to Government of about $2 billion 
for direct payments and $3 billion for all income programs? 

The other programs assumed to be in operation are Public Law 480, 
a conservation reserve of 30 million acres, and the sugar and tobacco 
programs. Excess stocks of wheat, feed grains, rice, and cotton are 
to be reduced outside of commercial market channels. 


DIRECT PAYMENTS WITHOUT LIMITATIONS 


Under the program considered here, farmers would receive direct 
payments to make up the difference between actual market prices 
and intended or target prices on all products sold. Intended prices 
would be established at a selected percentage of parity. By varying 
the selected percentage, the program could be operated either to 
maintain a certain level of net income—the 1959 level, for example— 
or to hold total payments to a predetermined amount—$2 billion, for 
example. 


Probable effects in the early 1960's 


Estimates of production, prices, incomes, and costs during 1961 
indicate the approximate results of an unlimited direct payments pro- 
gram in the early 1960’s. Assumptions regarding crop production 
and Public Law 480 shipments are given in table 19. The rojected 
cropping pattern in the new situation includes considerably more 
wheat, a little more cotton and soybeans, and less feed-grain acreage 
than harvested in 1960. The rate of feeding concentrates to livestock 
is assumed to return to normal, and the projected livestock production 
and crop and livestock prices are in equilibrium with crop production. 
The situation in the first year of a direct payments program would 
depart somewhat from the estimates because of a lag in adjusting 
livestock production to feed supplies and perhaps because of delay in 
returning to normal feeding rates, but these would be transitory 
matters. 


TABLE 19.—Assumed normalweather output of major crops and Public Law 480 
removals from current production, 1961 


Acres har- | Yield per 
vested acre Production} Law 480 
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1 Millions of pounds of soybean oil. 


Also 160,000,000 pounds of cotton seed oil shipped. 
# Pounds per acre. 
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The index of prices received by farmers in the hypothetical situa- 
tion for 1961 would be about 22 percent below the 1959 average. 
Estimates of individual prices include: 


Corn; per bushel $0. 73 | Hogs, per hundredweight______ $10. 44 
Wheat, per bushel__.__._________ . 82| Milk, wholesale, per hundred- 
Soybeans, per bushel__.________ Fs PAT, WI sactseensteliieedie Saetaheitie te 3. 59 
Cotton, per pound______________ 210) Rey. per Gene - 25 
Cattle, per hundredweight______ 17.19 


Net farm income would be about 45 percent below the 1959 level in 
the assumed situation. The following income summary does not in- 
clude Government payments other than those made under the sugar, 
conservation reserve, and agricultural conservation programs: 


Billion 
dollars 

Cash receipts from marketings_...........-_.--._----.---_-.--.-.-__- 28.1 
Gree TCCIS. OC TAR CTE cc ccereinncinech renieeensterinteriedennliticteeainniasttinel 32.0 
RUT TNCs ermal 25. 9 


Realized net income of farm operators from farming, direct payments 
omitted 


Direct payments of about $5 billion would be required to restore 
net income to the 1959 level. Alternatively, direct payments totaling 
$2 billion would leave net income of farmers about $3 billion below 
1959. The cost of Public Law 480 shipments from current produc- 


tion at market prices, including ocean freight, would be about $700 
million. 


Tendencies developing out of the 1961 situation 


There would be a strong tendency for the benefits of unlimited direct 
ayments on livestock into Pp on to feed grain producers. The 
irect payments on meat animals, dairy, and poultry would reduce 

the margins between product prices and feed costs required to main- 

tain livestock production. In time, the increased demand represented 
by direct payments on livestock would be passed back to feed concen- 
trates cor would bid up grain prices. This would happen most 
quickly in poultry and hog production and least quickly in dairying. 

Except in the first stage of an unlimited direct payments program, 

therefore, payments on feed grains would not be necessary. 

If crop production did not increase or if the Government disbursed 
whatever direct payments were required to hold net income at the 
desired level, crop producers would be the principal beneficiaries. In 
time, a substantial portion of the benefits probably would be capital- 
ized into land values. But if the government held payments to a 
certain amount—say, $2 billion—and if crop production responded 
significantly to the relatively better returns the payments created, 
part of the benefits to producers would disappear. Expansion of 
output would reduce prices more than A omer and the final 
result in this particular situation would be a reduction of crop pro- 
ducers’ cash receipts from marketings, an increase in their total pro- 
duction expenses, and an increase in net income amounting to less 
than the payments. 


The situation in the mid-1960’s 


If unlimited direct payments were maintained at a level sufficient 
to hold net income of farm operators from farming at the 1959 level, 
normal-weather yields of most crops probably would continue to rise 
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at about the rates of the 1950’s, and total crop acreage would stay 
nearly constant. With Public Law 480 shipments remaiing as given 
in table 19, the volume of products put on commercial markets would 
reduce prices still further. Production expenses might be expected 
to be slightly higher than in a free market situation or under a pro- 
duction control program. 

The net income projected for 1965 under these circumstances indi- 
cates a further decline of net farm income to about $5.8 billion. Di- 
rect payments totaling $5.5 billion would be required to hold net in- 
come at the 1959 level. Further widening of the gap between the 
target net income and earned net income could be expected in sub- 
sequent years 

The price and income projections for unlimited payments indicate 
that a program attempting to hold prices at recent levels probably 
would increase the Government’s cost more rapidly over time than 
would a program to hold net farm income at its recent position. Net 
income will rise while realized prices for products sold are stable unless 
rising prices of inputs more than offset gains in farm production 
efficiency. 

An unlimited payments program designed to hold payments to 
about $2 billion annually would stimulate output expansion some- 
what less than the foregoing program, and the 1965 situation might 
not deviate much from the projections given on pages 16-18 for a 
free market assisted by Public Law 480 operations. Prices given there 
are slightly higher than those worked out above for the 1961 situa- 
tion, and net income rises from $6.1 billion in 1961 to $7.2 billion in 
1965. That is to say, a mild recovery from the initial farm depression 
might be experienced, but net income without direct payments would 
still be much below the 1959 level. If direct payments of $2 billion 
were added, net farm income of farm operations would be about $9.2 
billion, or 19 percent below the $11.3 billion received in 1959. Welfare 
benefits may be increased, however, for a given level of expenditures 
by a payments program carefully designed t to channel payments where 
they are most needed, and every precaution should be taken to avoid 
stimulating production. 


LIMITED DIRECT PAYMENTS 


The type of program studied here is based upon the following 
assumptions regarding objectives: 

1. The purpose of the program is to prevent farm families’ incomes 
from dropping below socially acceptable levels in a high-income, 
welfare-conscious society. On this criterion, payments should not. be 
made where enough income is available for essential living expenses 
ev a though returns on inv estment may be very low. 

2. Society’s substantial economic interest in farming reduces largely 
to the requirement that agriculture use its resources efficiently. Thus 
payments should not lead to too-small farms, to a production mix 
inconsistent with society’s demands, or to long-run retention of excess 
resources in agriculture. 

3. In light of the probable persistence of agricultural depression 
under moderate direct payments, the program should not contain ob- 
stacles to other programs that might bring farmers’ returns on labor 
and investment more nearly in line with those outside of agriculture. 
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Considerable conflict is inherent in these objectives, and at best only 
a compromise can be attained. 

Description 

Two important limitations are included in the program, (1) a re- 
striction of $2,500 annually on payments to a single farm operator 
or owner, and (2) a restriction on the amount of physical sales or 
production on which an operator can receive payments. The purpose 
of the first limitation is to adjust payments more nearly to the need 
for income support. The second limitation is consistent with the first 
but has the special purpose of removing inducements to expand pro- 
duction. In addition, this restriction helps to avoid giving to small 
producers so large a vested interest in direct payments that they op- 
pose other programs of more potential benefit to farmers collectively 
or involving less cost to the Government. 

A base for payment purposes only—not to control production—is 
assigned to each farm in terms of production units. One bushel of 
corn is 1 production unit, one hundredweight of milk is 2.36 produc- 
tion units, etc. The base represents the farm’s recent production or 
sales. The maximum base for any one farm is 10,000 production 
units, and payments will not be made on production units in excess of 
80 percent of the farm base. Table 20 shows how the total payment 
to a producer having a base of 7,500 units might be calculated. As 
the example indicates, payment rates can be expressed in dollars per 
unit or in percentage of sales value. The latter is desirable for prod- 
ucts varying widely in quality and price. 

The quantities used to compute payments are quantities sold, except 
for feed grains. When payments are limited importantly, feed grain 
prices will reflect little if any of the benefits of payments made on 
livestock products. A number of difficulties arise in making payments 
on sales of feed grains because so large a volume is fed to livestock 
on the same farms. Thus payment quantities for feed grains are 
production estimates made by multiplying growers’ acreage by the 
normal per-acre yields in their localities. Making payments on feed 
grains in this way also helps to put livestock producers who grow 
their own grain more nearly on the same footing with those who buy 
grain. 

TABLE 20.—Exvample of computation of total payment to be made to a producer 
on a farm with a base of 7,500 production units 


Production units 











sold or produced Unad- | Adjusted 
Item Payment rate justed | payment 
payment 

Number; Value . 
Soybeans aeld.j. 6202 sl si suscsabkes Se ies issn din thee eddee hes J isi) | 
Corn een ®..., 23. cdaasaeseesqncsoce ET Bi tinsearaniaceal $0.20 per unit_.._.._-  ccchieiciaies 
oS FEES S AE OST aed Oe CE: 1, 500 $1, 620 | 15 percent of value_. Sti 
Cottomneed colds. oo. ccck nc ccsaqcessuncs TE fh wnnbebern $0.11 per unit__...._- , |, PRT Ae 
POR. ...cnacsccccssendscsesiedes TEM Wiss ids Bb bipete diet aisaus GE cciresax 
Units on which payments made 3.___._.- GED be xcnencnsks-tind tnd eeetudpnewoninnsmise emitted 
AGpaseed peyatek 60 ics is a ei enbbladuadabdad $571 





1 Average U.S. price not low enough to require payments in the year in question, 

2 Calculated as explained in the text. 

3 Limit of 6,000 for this item in this case (0.80 times 7,500). If payments were made on soybeans also, 
only the 6,000 units with highest per-unit payments would be considered in computing total unadjusted 
Payments. (Note that the per-unit payment on cotton can be computed if necessary and is $0.162.) 


« Adjusted total payment == X$888—$571. 
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Direct payments on feeding purchased livestock seem especially 
subject to abuses and might disrupt efficient production and marketing 
practices. Thus payments are proposed only on cattle sold by the 
original producer and only on the first 600 pounds of weight.”° A 60- 
pound limit is used for sheep and lambs. No payments are proposed 
on chickens and turkeys because value added is low in relation to sales 
and because integrated operations have become so common. For wool, 
only the gener al direct payment program, rather than the current 
special arrangement, is considered. Neither the poultry nor the wool 
assumption is required by the mechanics of the program, however. 


Following is an illustrative list of production units assigned to 
various commodities : 


CN ia tila etd ttc bushels. 1 I a cliicta siden thas tmsainticd tons_. 43 
nse ce een aren aia do_._.. 1.47 | Cattle and calves 

Snake tse ees cheat ae hundredweight__ 15 
Betiewo usu isis es don): SO | Piles lies eae do__.. 5.62 
Grain sorghums___.__--_ do....§ .86 | Sheep and lambs____-_~- do___. 16 
I sn eked allem) ME Ber eieiie ein aciletts ena —pounds_..._.. 41 
apse ein hundredweight__ 3.71 | Milk_-----_-- hundredweight__ 2.36 
Pomme iE ie pounds. “UGE ) Mgg6 442s ek dozens... .084 
Cosmei is e Ges ott 


The unit values represent the ratios of the farm prices of the com- 
modities to the farm price of corn during the period 1950-59, with 
three exceptions. For hogs, milk, and eggs, the “value added” above 
the cost of feed concentrates is used rather than the market price in 
computing production units. 

On the assumption that the current tobacco program would be con- 
tinued, tobacco is omitted in computing payments. If another com- 
modity were to be put under a special program at a later date, the 
production units it represented would be deducted from each pro- 
ducer’s total base, and the commodity would be dropped from payment 
computations. 

Payments are to be made on the listed commodities in years when 
their market prices are less than 80 percent of parity. As the follow- 
ing estimates indicate, payment of the full difference between market 

rices and 80 percent of parity when prices are at the low levels pro- 
jected for 1961 and 1965 would result in higher costs than many per- 
sons consider acceptable. The cost can be reduced by paying a uni- 
form fraction of the difference between market prices and 80 percent 
of parity. Estimates of cost are made below for payment rates set 
at 60 percent of this difference, but the cost of other levels of payment 
‘an be inferred from the data. 


Prices, incomes, and costs 


The. limited payments program would add perhaps $3.1 billion to 
net farm income of farm operators under the conditions described for 
1961 in table 19. Detail yet to be reported from the 1959 Census of 
Agriculture would permit a better estimate. A total payment of 3.1 
billion in the 1961 situation would raise net income to about $9.2 billion, 
where it would be $2.1 billion below the 1959 mark. 

A slower rate of expansion of crop production could be expected 
under the limited program than under a payments program holding 
net farm income at the 1959 position. The projection for a free mar- 
ket assisted by Public Law 480, described on pages 16-18, is also ¢ * 
plicable to the limited payments program in 1965. Prices are slightly 


10 Or payments might be made at one rate on the first 400 pounds of weight and at a 
lower rate on the next 350 pounds of weight. 
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higher than in the circumstances assumed for 1961, and net income 
before payments of $7.2 billion is $1.1 billion higher. The estimated 
cost of direct payments in 1965 under the limited payments formula is 
$2.2 billion. Such payments would increase farmers’ net income in 
1965 to $9.4 billion. 

A program designed to pay the full difference between market prices 
and 80 percent of parity would cost about $5.2 billion under condi- 
tions assumed for 1961 and about $3.7 billion in 1965. 

The cost of Public Law 480 shipments out of current production at 
market prices would remain at about $700 million annually. 

During the interval between 1961 and 1965, a substantial shift would 
occur in the distribution of payments among commodities (table 21). 
The initial impact of going to a substantially free market would be 
particularly heavy on prices of feed grains, w heat, and cotton. Nearly 
60 percent of the payments in 1961 would be on feed grains and wheat. 
As time passed, however, parity prices as computed under the present 
formula would be adjusted to reflect market price relationships in 
the past 10 years. (The parity index is estimated to remain shitieet 
stationary at about 290, so the average level of all parity prices would 
also be stationary.) Parity prices of cattle, calves, dairy products, 
fruits, and vegetables would rise; ; parity prices of all field crops, hogs 
poultry, and eggs would fall. This is the principal reason for the 
shifts in payment rates shown in the table. The general tendency of 
the moving-average feature of the parity formula is to spread out pay- 
ments evenly over all commodities. 


TABLE 21.—Projected direct payments under a limited program, with payments 
per unit equal to 60 percent of the full rate, 1961 and 1965 





























| 
Percent | Payments in 1961 rane ne in 1965 
of sales or ee | = s = 
Unit of produc- 
Product measurement | tion on 
which |Payment} Total |Payment} Total 
payments} per unit! | payment | per unit! | payment 
made 
Million Million 
Livestock and livestock products: Dollars dollars Dollars dollars 
Cattle and calves. -.......-...-.- Hundredweight. 2 64 0. 82 100 1.47 213 
ees oi ti is eke ds fib. ASE ak 74 31.63 270 3.97 164 
Sheep and lambs ied cients aie emalehl i temeetesd 265 1. 54 9 1. 34 x 
Win? oo oh 2 An eee Pound__.- 65 . 053 9 . 024 6 
WR re acitab ecbete tas Hundredweight. 75 3.17 161 3.25 252 
BR Ec tdiicts cachcndanenausneie DORE. . cits oe 465 3.020 67 3.013 36 
inc conrdhs odennsd otanpltw dixie adbidasaesaimediaaed ieee aaaaaeeia GL ES. ebbcann 679 
Crops: 
Feed grains: 

WE: cctbbbitidicdsindbadss Bushel osu 73 34 1,005 17 531 
i i wcsutliiantines e 72 .17 116 .10 7 
WOR. «242 os. cc eae G62 - 30 i545 7: -26 | 57 -i4 32 
Grain sorghum ---_..----.-- Hundredweight. 64 . 52 61 . 26 37 

Total 0000 Grad is 5ithds Bid der qnee hehe eis why ddan 4; OP t...bedeoe 674 

ee eee oe Bushel--.---_- 72 . 64 614 42 381 
SOPCNNGS 2. osastei ici ase Gis Raw 7 65 259 35 154 
I scterines iin cata tae Pet encseece 56 064 294 049 258 
CMONNNGUGL.. ob docacaccaccouees Eis abou 56 17. 34 64 7.18 29 
Rees) os. ean Gsihckételaséal Hundredweight. 52 . 98 29 . 56 16 
PS esac nck oo an nonkle eee 76 019 26 . 022 30 

Wited tee’ , iit. ; .- nbuiconaubeiien<siednemaditaiens aeemaedia BO Ceceodenes | 1, 542 

All srOGOGts . ic 0655565 o cell ddd Sash ta tte ceee ste RAN hs -cxccssces 2, 221 





1 60 percent of the difference between the market price and 80 percent of parity. 
2 Percentages of number of animals slaughtered. 
3 The payment rate on hogs is 41 percent of the rate that would apply to a crop because payment is made 
only on value above feed costs. The corresponding percentages for milk and eggs are 74 and 28, respectively. 
* Reduced to 50 percent in 1965. 
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OTHER EFFECTS OF A LIMITED PAYMENTS PROGRAM 


Some general comments on income distribution in agriculture, effi- 
ciency of resource use, farmers’ freedom of operation, and nonfarm 
effects can be offered, although detailed estimates have not been made 
and in some cases could not be made. 

Farm size and tenure—While agriculture was sufficiently depressed 
for direct payments to be an important source of income, the program 
would tend to limit further increases in farm size to the maximum 
number of production units permitted in the base, though the maxi- 
mum could and should be raised over time. The 10,000 limit ap- 
pears to be large enough currently to permit full employment of 
family labor and the realization of the principal economies of size in 
most of agriculture. Unless specific provisions were made for sub- 
division of bases, owners of large-scale farms would have no incentive 
to subdivide them into maximum-base units. The limit on the amount 
of payment to one person discourages multiple farm operation and 
encourages sale or rental in such cases. The limitation also is an in- 
centive for vertical integration arrangements to take the form of 
contracts between independent farm operators and integrators. Farm 
consolidation would tend to proceed by combining small farms rather 
than by adding small farms to large ones. 

Distribution of income.—Benefits to farmers are in proportion to 
sales up to the point of the maximum base. Since very small farmers 
often obtain a substantial proportion of their farm income from pro- 
duction for home use, relative benefits are greatest on those farms 
just large enough for efficient operation (though this intent cannot 
be precisely achieved in our complex agriculture). Families on un- 
economically small farms remain at a disadvantage as far as farm 
income is concerned. 

Initially, benefits would go mainly to the commodity groups most 
adversely affected by market developments—to feed grain and wheat 
producers when the program went into effect. Comparative benefits 
would be reduced in commodities in which large-farm production is 
important, as in cotton and rice, but only in areas where large farms 
predominate. The absolute benefits would be greatest (as compared 
with no program at all) in the Corn and Wheat Belts, but the relative 
benefits would be as large or larger in the South and Southeast. 

Since large-scale farms receive payments up to the limit, and since 
small farmers are not given a special inducement to expand produc- 
tion, the limited payments program would not be less favorable to 
large producers than a free market would be. But any alternative 
program supporting net farm income by an equal amount and dis- 
tributing benefits in proportion to sales would be financially more 
attractive to large producers. 

Efficiency and freedom of operation—tThe use of a total base for 
each farm, rather than several commodity bases, permits producers to 
shift readily from commodity to commodity. Limiting payments to 
80 percent of the base, together with the moving-average feature of 
the parity formula, encourages farmers to adjust the composition of 
their production to conform with market demands. The maximum 
base is large enough for efficient farm size in most of agriculture, and 
benefits under the program are not large or permanent enough to pre- 





Law ’ & 


fam mere we YS 


SS 


ECONOMIC POLICIES FOR AGRICULTURE IN THE 1960'S 73 


vent the formation of large farms if their production costs are ma- 
terially lower. 

Strong economic incentives for labor mobility will be retained as a 
result of the level and distribution of benefits under the limited pay- 
ments program. Adjustment of the farm labor force will continue 
as long as off-farm employment opportunities exist. 

Farmers are free to participate or not as they choose, and they can 
operate their farms as they wish when participating. Detailed in- 
formation will be required to establish producers’ claims for payments, 
however, and farmers collectively will be dependent upon the program 
for a portion of their income. 

Foreign markets.—Reduction of American prices to the levels esti- 
mated for 1965 would reduce the prices at which products move in 
international trade even though American commercial exports of sev- 
eral products are now subsidized. The impact on other exporters 
would be large. Several of the countries affected depend on agricul- 
tural exports for much of their foreign exchange. Perhaps the Cnited 
States would need to use an export tariff to keep its offering price 
for wheat at the minimum level under the International Wheat A gree- 
ment. Such restrictions would not materially affect potential com- 
mercial exports in many cases, because world demand and supply 
tend to be inelastic and because countervailing measures would 
likely be taken by other countries against unduly low export prices in 
the United States. The foreign impact of free-market prices with or 
without direct payments is an important consideration for farm 
policy under current conditions. 

Effects outside of agriculture —The Government’s cost of direct pay- 
ments and Public Law 480 would have to be covered by tax revenues, 
but the total cost of the limited payments program, even at the $3 bil- 
lion level, would not be greater than recent costs for current programs. 

Lower farm prices would be reflected in retail food prices, though 
the change in retail prices would be much smaller in percentage terms 
because a comparatively inflexible processing and marketing margin, 
now eS to more than 60 percent of retail food costs, inter- 
venes between farmers and consumers. The margin is even higher on 
grains, whose farm prices fall especially sharply. The f price 
component of the Consumer Price Index stood at 118.3 in 1959. If 
farm prices of foods remained at their 1959 levels, this index might rise 
to about 122 by 1965. (Costs entering into processing and marketing 
are assumed to continue to rise, though at a slower rate than in the past 
5 years.) If farm prices fell to the levels estimated for 1965 under 
the free market or limited payments program, the retail food price 
index might decline to 114. Thus, the lower farm prices would re- 
duce retail food prices only 4 percent below the 1959 level but 7 per- 
cent below the level likely to prevail if farm prices did not change. 

When current programs and the limited direct payments program 
are compared, consumers and taxpayers, considered together, are found 
to gain from the payments program because food prices decline with- 
out much change in Government costs. This is possible mainly be- 
cause farm income is reduced under the payments program and be- 
cause further gains are made in farmers’ production efficiency. 
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SUMMARY 


A simple, unlimited, direct payments program carried out on a scale 
sufficient to hold net income of farmers from farming at the 1959 
level of $11.3 billion during the early 1960’s might cost $5 billion or 
more annually under the conditions assumed for the 1960’s. The 
annual cost probably would rise slowly over the years. If an unlim- 
ited payments program were to hold prices at a given percentage of 
parity, the cost probably would rise more rapidly over time. 

A program limiting payments to one producer to $2,500 and de- 
signed so that payments were made only on 80 percent. of each pro- 
ducer’s base production or sales would substantially reduce the in- 
centive of unlimited payments to encourage output expansion. The 
limitations also would avoid making payments where they were least 
needed. By selecting an appropriate limit for the base amount of 
sales or production eligible for payment, incentives for farms large 
enough to realize the principal efficiencies of size could be retained. 

Sufficient. flexibility can be built into a direct payments program to 
encourage the composition of farm output to conform with market de- 
mands, including publicly financed demands. But aggregate output 
is likely to remain high enough to depress the general level of farm 
prices to levels at which net farm income, assisted by income payments 
amounting to $2 or $3 billion, will be 15 to 20 percent below the 1959 
position. Thus, direct payments appear to be capable of alleviating 
much of the distress likely to accompany a free market situation, but 
a program of moderate cost apparently cannot maintain overall returns 
to farmers for their labor and investment even at current levels. 

Combining production restrictions and direct payments.—By com- 
bining improved production limitations for the basic commodities, re- 
stricting feed grain production 15 percent by voluntary land retire- 
ment programs as outlined by Hathaway in part ITI and using direct 
Government payments of about $1 billion, net farm income might be 
increased 20 percent above 1959 levels. Deducting the imputed income 
from rental of farm dwellings and home-produced food and fuel in 
tables 7 and 18, the increase in cash income resulting from improved 
production limitations for the basic commodities and a 15 percent re- 
duction in feed grains production would be $1.4 billion. Adding an- 
other $1 billion in direct payments would increase cash income by $2.4 
billion or 31 percent as compared with 1959. This would involve total 
farm program costs approximating $3 billion a year, about the same 
as current farm program costs. 

Any sharp or dramatic increase in farm income probably would 
require even more effective and extensive production and/or market- 
ing limitations with some form of land retirement and selective direct 
payment programs. For example, the adoption of compulsory limita- 
tions on acreages used for feed grain production, limiting production 
20 percent or more and national marketing orders for dairy and 
poultry producers would increase farm income further, while holding 
Government program costs to about $3 billion. 
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APPENDIXES 
Appenpix A 


PROCEDURE FOR ESTIMATING FARM PRICES AND 
INCOME IN 1965 


(George E. Brandow, Pennsylvania State University) 


The general procedure for making projections of prices and incomes 
consisted of three main parts: (a) Projection of acreage and normal- 
weather yields of crops in 1965, (6) estimation of livestock production 
and of crop and livestock prices consistent with the expected crop 
production, and (¢) computation of gross and net income from the 
estimates of production and prices. 

Acreage and yields.—Estimates of acreage of leading crops and of 
normal-weather crop yields in 1965 were made for each of the alter- 
native farm programs. Projected yields for 1965 with no controls 
and low prices were the same as those used by the U.S. Department 
of Agriculture in Senate Document No. 77 * in the case of oats, barley, 
and soybeans, but were moderately higher for wheat, corn, grain sor- 
ghums, cotton, and rice. The use of higher yields seemed justified by 
crop production in the late 1950’s and in 1960 and by other considera- 
tions. Acreage and yields assumed for the various programs are 
given elsewhere in this publication. 

Prices and livestock production—A set of equations was developed 
to allocate the supply of feed concentrates between the export and 
domestic markets and among the various classes of livestock. The 
equations also yielded crop and livestock prices that were consistent 
with quantities marketed and preserved normal livestock-feed price 
relationships. These equations were adapted from a demand model 
constructed as part of the research of a group of agricultural experi- 
ment stations under interregional project IRM-1, entitled “Impacts of 
Present and Proposed Agricultural Price and Income Programs.” ? 

The demand elasticities and trends for livestock products in the 
basic model are given in appendix table 1. Demand for feed concen- 
trates was derived from demand for livestock products by the use of 
equilibrium relationships between feed and livestock prices and normal 
rates of feeding concentrates to livestock. The number of cattle 
slaughtered in 1965 was projected to be 31.85 million head, but the 
weight added in cattle feeding operations was considered to be a 
function of the price of feed concentrates. Production of farm chick- 
ens was taken to be a byproduct of egg production. 





1 Report from the U.S. Department of Agriculture and a Statement From the Land- 
Grant Colleges IRM—1 Advisory Committee on Farm Price and Income Projections, 
1960-65, S. Doe. No. 77, 86th Cong., 2d sess., Jan. 20, 1960. 


2The demand model was developed under the Pennsylvania contributing project to 
IRM-—1 and will be published in 1961. 
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The quantities of feed concentrates required to produce one unit of 
livestock product were assumed to be: 


ier Eh ie i bie eels tb eed eae le 5. 40 
i, Oe IE i ines nictiaetintlp tan ieite per sepa appoicinebeniaiaibita ica malin 3. 35 
III: TTI ie ichiniipnecnienseesinne sileans palgeiteineapclentinpmatines aaa. 5. 70 
eer. Ber Gemeente pete ctenencke gene 8. 00 
Milk, per hundred weight. 2020. BAe cine cence 35. 52 
Weight added in feeding cattle, per pound____-_________--__------------- 8. 76 


These rates include concentrates for breeding and young stock, 
except for beef cattle. In addition, other livestock on farms on 
January 1 require the following amounts of feed concentrates : 


Tons per 
head 
Cattle other than dairy cattle and beef cattle on feed________-_-------~- 0.1779 
rie ny i oe sata oh tacelnaaaeaneia ieee . 03 
aD sewed ated miles. ee a eee 9 


The rates of feeding used in the model account for the total tonnage 
of concentrates fed over the period 1947-59, and no trend in the appar- 
ent rate of feeding is observable over the period. In the 1958 and 1959 
feeding years, however, the actual rate of feeding was approximately 
10 percent above normal as defined by these standards. The actual rate 
was even more above normal in terms of the U.S. Department of Agri- 
culture’s usual measures, grain consuming animal units and livestock 
production units. The model assumes a return to usual feeding rates 
by 1965, as did Senate Document No. 77. 

A 1 percent change in the farm price of cotton during the early 
1960’s was assumed to cause a change of 1.85 percent in the quantity of 
cotton demanded for commercial purposes in 1965. This estimate of 
demand elasticity was combined with a projection of a slow decline 
in domestic consumption of cotton in the absence of price change. The 
demand elasticity used for rice was —0.5. Soybean and cottonseed 
prices were computed from the expected value of oils and high protein 
feeds, less fixed processing costs per unit. 

Prices of milk for different uses were assumed to maintain a fixed 
relation to each other, but utilization of milk for different purposes 
varied with prices and with consumption trends. Competition among 
butter and other edible fats and oils accounts for the cross-elasticities 
of milk with fats and oils given in appendix table 1. 

All equations were linear in logarithms. Such equations give higher 
estimates of prices when market supplies are large than do equations 
linear in natural units. 

Income estimates.—Cash receipts were estimated from production 
and prices by use of average relationships between output and sales 
and by projection of trends in on-farm use of farm products. Unless 
otherwise indicated, Government payments to farmers under pro- 

rams in effect in 1960 were assumed to continue at about the same 
evel in 1965. The value of farm products consumed in the home was 
adjusted to reflect both a declining trend and changes in prices of farm 
products. Rental value of farm dwellings was held at the 1959 level. 
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Farmers’ expenditures for feed were estimated from the total ton- 
nage of concentrates fed, farm prices of grains, and the usual relation 
of prices paid by farmers for feed to farm prices of grains. A slow 
rise in the proportion of feed purchased rather than fed on the same 
farm was also projected. Changes in livestock expenditures after 
1959 were based on expected slaughter and prices of cattle and calves. 
Expenditures for hired labor were held at the 1959 level on the expec- 
tation that a further decline in the hired labor force would offset 
higher wage rates. 

xpenditures for property taxes and mortgage interest after 1959 
were projected to rise at the rate of recent years. All other expendi- 
tures, comprising more than half of total expenditures, were put at a 
higher level in 1965 than in 1959 to reflect changes in physical quanti- 
ties and prices. The annual rate of increase in physical quantities 
after 1959 was assumed to be half the average rate from 1940 to 1959. 
Prices paid by farmers for the items involved were assumed to rise 
0.5 percent per year, a considerably slower rate than in the latter years 
of the 1950’s. 

Comparability with Senate Document No. 77.—If the assumptions 
of Senate Document No. 77 concerning crop production and stock 
liquidation in 1965 are used in the estimating equations developed for 
the present study, generally good agreement is obtained with the 
prices and cash receipts given in that publication.’ A comparison of 
representative prices 1s given below. 











8. Doc. 77 Method of 8. Doe. 77 Method of 
this study this study 
Cattle, cwt_.........- $15. 00 $17.06 1 Comm, t...2.-....4...... $0. 80 $0.77 
Homa, G06. ncsccecces 11. 20 10. 88 || Wheat, bu_........... -90 . 86 
Broilers, }b_.....----- 15 .14 || Soybeans, bu_....._..- 1. 60 1,24 
TD, i ctncuntone . 29 fie 0 6 UR 25 22 
Milk, wholesale, cwt_ 3. 60 3. 64 


The estimates of total cash receipts from sales of farm products 
are almost identical—$30,590 million in Senate Document No. 77 and 
$30,602 million by the method of this study. The associated esti- 
mates of net income are $7 billion and $6.9 billion, respectively. 

The projections of prices and income for 1965 given on pages 
16-18 of this publication are in generally close agreement with those 
of Senate Document No. 77. The current study assumes higher crop 
yields in 1965, but the assumptions of the earlier study regarding 
stock liquidation and (apparently) Public Law 480 shipments ap- 
proximately compensate for the difference in yields. 

Projections of production, prices, and incomes in 1965 are necessarily 
rough approximations. More significant digits are carried in the 
tables than the precision of the estimates warrants because drastic 
rounding off creates inconsistencies within and among sets of 
projections. 


It is also necessary to make specific assumptions about Public Law 480 shipments that 
are only implied in S. Doc. No. 77. 
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| Appenpix B 
TABLES SUPPLEMENTARY TO PART II 


(John A. Sehnittker, Kansas State University) 
TABLE A.—Assumptions, wheat sector, 1965, Part II 


Domestic use: 



































Per capital consumption ; food; United States, 1965_.._----_ pounds... 165 
Populattielt bce wcc cess JSC LS millions__ 195. 7 
“Teens COMMER om BG TO06 os iadsiieraeeanoe million bushels... 538 
Beet SS hI a cece er ase create ar ean do___- 50 
Feed. (3960- wheat - price) aici cieccstticmserencriawenunmacnnianal AOo2U 60 
Total GORGNtIe COMOUINBIOR eke nc cnnteenseuceemines do.... 648 
Exports: 
Cash with export subsidy of about 60 cents per bushel______-- | ee 
Public ‘Baw. 400. ...<<..-<ccccccccnucccccacense ei ues gel. 2716 
ORE CIT a eho isnt conus eeaseanalaan do_... 450 
CT CEI nics disceicicstncepnpcitncia cites cnieenieenial do__.. 1, 098 
Production: 
Yield per harvested acre (limited acreage) _....___________ bushels__ 25 
Harvested acreage required for 1965......._.______________ millions... 44.0 
Planted acreage required for 1965_........_....____.-_______ | 
FERS VGRCOR * ROTOR | Ri sish ite wepenciidcutnaicen ae a... ee 
Piented SCPORRG, OC ccsctiicnciktbcimsincminizcanmiinae do_... 56.6 
TABLE B.—Assumptions, cotton, 1965, with comparisons 
Domestic use : 
Per capita consumption (1959 level) -_.-----------------~-- pounds... 24.0 
PORCINE oon ec cited ns oieaeeninaamcnn millions__ 195. 7 
Domeastié comsuiiption.... 5200 noon oct acne million bales... 9.4 
Exports: 
Cash. with. emport: sODMGY Sis. oie twee million bales._ 3.5 
Public Law 480, Export-Import Bank, mutual security_._.._~-- Ga. Le 
ORR CuI kiss Ei eel ncnini ann sigleesaaans | 
Ss Ca ct it eesti ti en niente do.... 14.4 
Production : 
Yield per harvested acre (limited acreage)~--.----_------- pounds... 500 
pee | ee ee eee ee do... 464 
Hoervested derenen | TOME. on nh edb cence millions.__ 14.4 


Piamted S06GNE TOQUE Olan ceca ciicn nce enenenenad do.... 15.0 
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TABLE C.—Assumptions, rice and soybeans, 1965, with comparisons 

















Rice: 

Food, beverage, and seed use per capital (rough basis, including 
shipments to territories) _-.___-__-____-_-_- million hundredweight__ 14.8 
a id ea ars einen teenies million hundredweight.. 26.6 

BID i Fickis: desalcagiaiadiinthinctapeticagicieaiech dg anne iciaeareadabiamiesianatane BOinn Bee 
Total: Gisanmehratee.: ~icideid-hesiel-+hlnsgibennerde do... 50.0 

Harvested acreage required, 1965.-..--__..-______________ million. 1.4 

PGT PRRII: CRO, TU iii cist ee tencleeetiintscleiceag ical , ae 

Soybeans: 

i ee million bushels... 400 

| a nS a aa @0.....,;1 180 

ON cesta Eiken min hice Rebeca oul alice ileal Rican 20 
ON ici scents cic chet ngs lta cleat do.... 550 


Harvested acreage required at 24 bushels per harvested acre 
million. 23.0 
EERTVORROE GCTORED, F000 ce scsi tee mebsctindsensaibe eed do... 22.4 
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TasLe D.—Land retirement by States and regions to maintain 1959-60 prices, 
Part II 


[Acres in thousands] 














Wheat area Acreage 


retired as 









Conserva- Cotton— 



























tion Distribu- percent of 
reserve, Distribu- tion of 5 cropland 
1960 tion of 17.5 million used for 






























million crops 
acres ! 

Delaware... diss s... ss Ores’. ir Bh ccs x 
i, AS ee eee Se =|. Ei sthgcekstcemmabon ll 
PIO DE Boinccnnackitbnes 25 10 
WOO TPs sbbscccecsohon ‘ 107 12 
PORRSFIVEMIE... .ccccuschdbance 196 12 

Eastern States_.......-. | | es (| Nee 12 
TERNS. 0 datliindicnas Se 0Cté«‘N;S ek 4 I atienccnoes 6 
PROD mrdccksccaics Be > |) ieee —. ice 9 
Se SS eee eS ee lle CC eee eS! SS 3 
PED. tthd i enccucediead | 2s mE. ~, UonRe a seecteee 16 
PENNE... Bintnnwceet Dict ‘ST. WE... . oR Bicecccccenen 12 
IG od oon ce cccna babes 832 11 
CED. ccninncllosesucnodabdebicet . | TRE . Ca WEES coe MIs oes 12 
WIRE... isedeccccubictecel | Gee  ) CEE 25. Jeeeeedeeeae 8 

Corn Balt.i.......c tin 9 
MenMA. J.dbtinwwap tial +3 - SRD. tee aeesesesene 19 
OGURA. 6 cca ccc Ge ee, RR ee ll 
Nette ekeen.........s4cci} Si . aes. -- -) 2 bee 23 
South Denet.i.....ickS) <BR 8 + aie. |. ieee 16 
WYUGNS.. cc R tcp | | ET en Bn ou) eee 14 

Northam Pisins...c....; G37) 663 ]..... 268L-.......... 18 
Colerele....iciBiccccce te ‘Fe ce eieeectens 25 
ee I ee ee ete SS 22 
NeW DECGIGOGs 2. cnnnccaedbince 58 
Okishoma. bii.6.<2cc0ndidc ds. 32 
BOD. nw cc ich hacncicncnpedediicnen 25 

Southern Plains........- 26 
AlsbOM. J. Ui dbecsnon dtd 15 
ASREENB ss cétiicinsscua eee 18 
CS a a eS 21 
LOUIE. ccllicconnduciddéens =‘ A thecdcees 13 
SOURS jdt bucccccmdeet- |i et see §+.~8Bib cee ll 
DMiiesiesings .322.......-bdiinns 15 
North Carolina__...........-- 10 
South Carolina. --_...........- 25 
ye ee 16 
WINE. . 6 Bicccncectdeieneey: + SEE. RR |. . iia 8 
WEGED VINMIENC...nicocepdeiens -| WE: - (CRE  t. : 7 
FISGPA....caiibinicomnctical | SIO nccstaswadedieseiaee ll 


South and Southeast_- - 


New Hampshire 


PIE TIE. cccssncesnnicincisisnisegite pssacncincieitiadiasi A ceineginsiiesigllR cresacanitacaiid ae atc tacts aceite ni 
PIII id scseicsnscs ectenasse accents b>, i cer taeda chai cal a 4 
RS eee SP SS ee ee 7 
Total, United States___- 16 





: 1 Diverted to other crops after 1953. 
i ? Currently produ wheat for stocks. 
* Part of land di from cotton after 1953. 
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TanLte E.—Land retirement by States and regions to maintain prices slightly 
above 1959-60 levels, except for wheat, Part II 


Delaware-.....-..-- : 
Maryland 

New Jersey 

New York 
Pennsylvania-._--- -- 


OS ee ee 
paremesotea;.55i.......- 
Missouri 

i seiteassaxce 
i el ee 


CO bia wa cncdccsnn 


Montana 

Nebraska 

North Dakota 

South Dakota 

PE. UE leantadenntewsessee 


Northern Plains_--__- 
Colorado 


mew BMondeo.4.........-J56.i. me 
Oklahoma 
Texas --. 


a ee 


Alabama 

Arkansas 

Georgia - 

Louisiana 

Kentucky ..2........... 
SE en. cccccdehocesnccapduwana 
North Carolina 

South Carolina------ gle leteicual sa 2 
Tennessee 

Virginia 

West Virginia 

Florida 


South and Southeast 


Arizona_ - 
California 
Idaho 
Nevada 


Washington - --- 
WP CINE hoc ccccctecsieinls | 
Connecticut 
Maine | 
I in cn halbnineniemmminenjoacnesih 
New Hampshire 
Rhode Island 
Vermont - - 
Northeastern States 3 


Total, United States 





1 At 1.05 tons per acre, national average: 45,200,000 tons. 


each State. 


Cotton 


| Thousand 


Distribu- 
tion of 
acreage 

based on 

yields by 
States ? 


Distribu- 
tion of 
produc- 
tion ! 


Thousand | Thousand 
acres 

58 

152 


59 


Acreage 
retired as 
percent of 
cropland 

used for 

crops 


Total 
acreage 
retired 


Thousand 
acres 


152 
59 
407 











no 


| bom Com on 


1, 350 
2, 802 
2, 825 
2, 167 

120 


9, 264 


700 
3, 604 
134 
1, 507 
2, 446 


16, 211 





8, 391 





548 
251 
774 
183 
506 
470 
665 
398 
518 


























3 1950-59 average yields plus 20 percent for trend. 
3 Not computed because of negligible importance. 


O 











Column 2 shows production to be retired in 








